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A B S T R A C T
The development of Farmers' Associations in Malaysia under the 
Farmers' Association Act of 1967 has been given special emphasis by 
the Government of Malaysia, because of the expectation that this will 
be the organisation to help modernise and uplift the economy of the 
rural community.
This thesis attempts to look into some of the potential problem 
areas that might hinder the development of this new institution, and 
tries to highlight the problems that need to be looked into in more 
detail before arriving at any definite conclusion. This study serves 
to locate problems rather than to solve them.
Studies on the leadership pattern of the Associations reveal that 
the better educated farmers, farmers who operate larger farms, and 
those who hold higher social positions, are leading the Associations. 
There is also the suggestion that there are some non-farmers among 
these leaders. Indications available suggest that some leaders of 
the Associations utilised their position of leadership for personal gains 
whereas others made some beneficial contributions towards the 
Associations.
On the financial aspect, the study reveals that the private sector 
played a leading role in financing the Farmers' Associations. Other 
indications of this part of the study, however, point to some unfavour­
able situations, especially those of the loan and credit recovery.
There is also an indication to suggest that the rate of return on 
capital is low and declining.
(v)
The f i n a l  p a r t  o f  t h e  s t u d y  d i s p e l s  t h e  common b e l i e f  among t h e  
im p lem e n to r s  t h a t  t h e  F a r m e r s '  A s s o c i a t i o n s  pe r fo rm  b e t t e r  i n  r i c e  
a r e a s  t h a n  i n  n o n - r i c e  a r e a s .  Cropp ing  p a t t e r n  i s  n o t  c o n s i d e r e d  an 
i m p o r t a n t  d e t e r m i n a n t  o f  p e r f o r m a n c e .  O th e r  f a c t o r s  such  as  t h e  need 
f o r  such an A s s o c i a t i o n ,  t h e  e x p e c t e d  p a r t i c i p a t i o n  o f  f a r m e r s ,  t h e  
l o y a l t y  o f  members , t h e  a v a i l a b i l i t y  o f  d e d i c a t e d  l e a d e r s  and 
management s t a f f  a r e  s a i d  t o  be  more i m p o r t a n t  i n  d e t e r m i n i n g  f u t u r e  
p e r f o r m a n c e .
The t h e s i s  c o n c lu d e s  by s t r e s s i n g  t h e  need to  i n v e s t i g a t e  f u r t h e r  
t h e  p rob lem s  h i g h l i g h t e d .  I t  a l s o  s t r e s s e s  t h a t  t h e r e  a r e  o t h e r  
i m p o r t a n t  p rob lem s  which need to  be  examined b u t  t h a t  d a t a  l i m i t a t i o n  
p r e v e n t e d  the  d e t a i l e d  e x a m i n a t i o n  o f  t h e  p r o b le m s .  The a u t h o r  t h u s  
has  s u g g e s t e d  t h a t  t h e  F a r m e r s '  O r g a n i s a t i o n  A u t h o r i t y ,  t h e  i n s t i t u t i o n  
r e s p o n s i b l e  f o r  t h e  deve lopm en t  o f  F a r m e r s '  A s s o c i a t i o n s ,  t a k e s  up such 
s t u d i e s .  Based on the  r e s u l t  o f  t h e  l a t t e r  s t u d i e s ,  p o l i c i e s  cou ld  t h e n
be f o r m u l a t e d  t o  overcome t h e  r e l e v a n t  p r o b le m s .
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CHAPTER 1
INTRODUCTION
1.1 INTRODUCTION
Malaysia's economy has been described as among the healthiest in 
South Asia and has consistently enjoyed one of the highest per capita 
incomes in this region of the world (Kasper, 1973). In 1973, her 
Gross National Product per capita was at $1,379,^ and had been growing 
at an average of about 6.2 per cent per annum since 1965 (Table 1.1).
TABLE 1.1
GROSS NATIONAL PRODUCT AND GROSS NATIONAL PRODUCT 
PER CAPITA BY YEAR
Year GNPin million $
GNP per capita 
in $
1965 8,593 920
1966 9,177 940
1967 9,652 960
1968 10,068 973
1969 10,973 1,035
1970 11,617 1,068
1971 12,273 1,097
1972 13,194 1,148
1973 16,300 1,379
Source: Bank Negara Malaysia (1973).
1. Unless otherwise stated, the currency referred to is Malaysian 
dollars and cents - M$1 = A$0.34, approximately.
2At first glance, the Malaysian economy is impressive. One needs 
however, to explore more thoroughly to realise some of the problems that 
the country is facing. Even though her average per capita income in 
1970 was $1,068, this was not evenly distributed throughout all the 
sectors of the economy. The average per capita income of the agri­
cultural sector was estimated at $500 in 1970, half that of the national 
per capita income. Further breakdown reveals that the smallholders, who 
formed the major portion of the agricultural sector, had a per capita 
income of only $250 in 1970, a quarter of the national average 
(Selvadurai, 1971).
Further data on income distribution is contained in the results of 
the Post Enumeration survey in the 1970 Census of Population, cited in 
the Mid-Term Review of the Second Malaysia Plan, which showed that 
there were considerable differences in the distribution of household 
incomes between the urban and rural areas. About 82.6 per cent of the 
households with monthly income below $200 were to be found in the rural 
areas, and of those below $100, about 90 per cent of them are located 
in rural areas (Malaysia, 1973).
Lewis (1971) pointed out that it is virtually impossible to have 
sustained growth of real income per capita with some concern for the 
distribution of income, without having an increase in agricultural 
production and agricultural productivity. Simon Kuznets (1966) has 
also demonstrated effectively that rising agricultural productivity is 
intimately associated with rising income per head. Johnston and Mellor 
(1961) in discussing the agricultural sector's contribution to the 
development of other sectors, among other things includes: its
capacity to feed a growing non-agricultural labour force; earning more 
foreign exchange; providing capital for development of the rest of the
3economy; and s e r v i n g  as  a growing m arke t  f o r  t h e  d o m e s t i c  m a n u f a c t u r i n g  
s e c t o r .
In  M a l a y s i a ,  t h e  a g r i c u l t u r a l  s e c t o r  i s  t h e  most  i m p o r t a n t  s e c t o r
o f  t h e  economy (Table  1 . 2 ) .  I t  has  p l a y e d  a l e a d i n g  r o l e  i n  t h e
c o u n t r y ' s  deve lopm en t  i n  t h e  p a s t  and w i l l  c o n t i n u e  t o  do so i n  t h e
f o r e s e e a b l e  f u t u r e .  In  te rms  of  Gross  Domest ic  P r o d u c t  i n  1970,  i t
c o n t r i b u t e d  30 p e r  c e n t  of  t o t a l  GDP a t  c o n s t a n t  p r i c e s ,  and p r o v id e d
a bou t  35 p e r  c e n t  o f  t h e  c o u n t r y ' s  employment.  I t  becomes more
i m p o r t a n t  i f  we view i t  f rom i t s  c a p a c i t y  t o  e a r n  f o r e i g n  exchange ,
2
c o n t r i b u t i n g  60 p e r  c e n t  o f  M a la y s i a n  f o r e i g n  exchange  r e v e n u e .
With t h e  r e l a t i v e  i m p o r t a n c e  o f  a g r i c u l t u r e  and t h e  a p p a r e n t  need 
to  c o r r e c t  t h e  i m b a la n c e  o f  t h e  d i s t r i b u t i o n  o f  income,  b o t h  be tw een  
a g r i c u l t u r e  and t h e  r e s t  o f  t h e  economy, and w i t h i n  a g r i c u l t u r e  be tw een  
l a r g e  p l a n t a t i o n s  and s m a l l h o l d i n g s ,  i t  i s  no s u r p r i s e  t o  s e e  t h a t  t h e  
Government  o f  M a l a y s i a  i s  l a y i n g  g r e a t  emphasi s  on th e  deve lopm en t  o f  
t h e  a g r i c u l t u r a l  s e c t o r .  T h i s  i s  r e f l e c t e d  i n  t h e  P u b l i c  Development  
e x p e n d i t u r e  f o r  t h e  F i r s t  and Second M a la y s ia  P l a n s  c o v e r i n g  t h e  p e r i o d  
1965-1975 .
The amount s p e n t  unde r  t h e  F i r s t  M a la y s i a  P l a n  and t h e  amount 
a l l o c a t e d  unde r  t h e  Second M a la y s i a  P l a n  f o r  A g r i c u l t u r a l  and R u ra l  
Deve lopment ,  c o m p r i se s  a b o u t  o n e - q u a r t e r  o f  t o t a l  e x p e n d i t u r e  
(Tab le  1 . 3 ) .  A p a r t  f rom t h e  amount s p e n t  and a l l o c a t i o n  made d i r e c t l y  
u n d e r  t h e  above h e a d i n g ,  p a r t  o f  t h e  amount s p e n t  and a l l o c a t e d  unde r  
T r a n s p o r t ,  Communica t ion ,  E d u c a t i o n ,  H e a l th  and S o c i a l  S e r v i c e s ,  i s  
a l s o  d e vo te d  t o  t h e  a g r i c u l t u r e  s e c t o r .
2 . C a l c u l a t i o n  b a s e d  on d a t a  f rom M a la y s i a  ( 1 971 ) .
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5TABLE 1.3
PUBLIC EXPENDITURE OF GOVERNMENT OF MALAYSIA 
UNDER FIRST AND SECOND MALAYSIA PLAN
Sectors
1965-19701) 1971-19752)
$
000,000 %
$
000,000 %
Agricultural and rural 
development
1141.1 26.9 1920.9 26.5
Mineral resources 0.7 - 0.7 -
Commerce and industry 141.3 3.3 583.6 8.0
Transport 544.9 12.8 1188.4 16.4
Communication 203.0 4.8 400.0 5.5
Utilities 681.4 16.1 747.1 10.3
Education and training 329.4 7.8 537.3 7.4
Health and family planning 146.6 3.5 213.6 2.9
Social services 276.1 6.5 316.5 4.4
General administration 138.1 3.3 211.6 2.9
Security 668.0 15.7 1100.1 11.7
Total 4242.4 100 7250.0 100
Source: Malaysia (1971) Second Malaysia Plan, 1971-1975.
1) Amount actually spent.
2) Amount allocated
61.2 AIMS OF THE STUDY
The agricultural sector of Malaysia can be divided into the modern 
plantation sector and the traditional smallholder sector. It is in the 
traditional smallholder sector that the Government is emphasising its 
development program because this is the sector that lags behind in its 
output potential and needs the most attention (Malaysia, 1971).
Among the programs undertaken by the Government in the smallholder 
sector is the encouragement of the formation of the Farmers' Associations. 
The Farmers' Association is an economic organisation of the farmers 
performing various functions to meet the needs of its members (section 
2.1). As will be shown in section 2.2, the Association is basically an 
agricultural co-operative, and has the broad objective of helping to 
develop the economy of the traditional smallholders sector.
Even though the program has been undertaken for some years, there 
has been little systematic and analytical study made on it and its 
impact on agricultural development and the rural population (Jamil, 
et al. 1969).
Many of these Associations claim to have been successful in meeting 
the needs of their members, and in doing so, to have contributed to the 
development of agriculture in their respective localities. The 
authorities appear to have accepted this claim and have embarked on an 
extensive plan to develop this program.
It is the purpose of this study to initiate an interest which will 
lead to a more detailed and extensive investigation in the field of 
Farmers' Associations. Such an investigation would not only help to 
evaluate but also to arrive at specific recommendations to improve the 
programs. As an initial project this study will be of a more general 
nature with the objective of locating some specific problems which can 
be used as a basis for a more detailed study in the future.
7This study consists of three separate sections. They are:
(i) A study on the background of the present leaders 
of the Farmers' Associations;
(ii) A study on the sources and uses of funds of the 
Associations;
(iii) A study to compare the performances of the Associations 
in rice and non-rice areas.
In the first section, the author wishes to establish the background 
of the leaders who are in control of the Farmers' Associations and to 
discuss some of the economic implications of having such leaders at 
the helm of the Associations.
In the second section, the study on the sources and uses of funds 
aims at establishing the sources and uses of finance of the Associations. 
It tries to establish the role played by internal and external sources 
of funds; the role played by the Government in financing the 
Associations; and to evaluate the efficiency in the use of funds.
The final section is concerned with the performance of the 
Associations in rice and non-rice areas with a view to testing the 
hypothesis that Farmers' Associations in rice areas have better per­
formances than the Farmers' Associations in non-rice areas.
1.3 FARMERS' ASSOCIATIONS UNDER REVIEW
The Farmers' Associations chosen for the study consist of six 
from the State of Selangor in Peninsular Malaysia (Figure 1).
However, in comparing the performance of the Associations in rice and 
non-rice areas in Chapter 6, the Associations studied were extended to 
include samples from Perak, Pehang and Negeri Sembilan. For this part 
of the study, a total of 21 Farmers' Associations were involved 
(Figure 5).
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FIGURE 1
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9The areas and the Farmers* Associations chosen for the study were 
selected because of the availability of data. Also the author has been 
closely involved in their development programs and his experience is felt 
to be of great help in highlighting some of the discussion in this thesis.
1.4 DATA AND METHODOLOGY
The data used in this study are compiled from various reports;
from the Farmers* Associations under review,' from reports of the
Department of Agriculture; from records at the Offices of the Farmers*
Associations, and discussions with the management staff of the various
3Farmers' Associations concerned.
The methodology followed differs from chapter to chapter and as 
such is discussed in the respective chapters. The analytical approach 
used in the various chapters is appended (Appendix I, II and III).
1.5 LIMITS OF THE STUDY
This particular exercise is limited in its scope because the sample 
is by no means a comprehensive one and may thus not be representative. 
This naturally limits the degree of generalisation for the country as a 
whole which can come from such a study.
Data deficiencies and lack of secondary reference material combined 
to limit further comprehensive analysis. However, as an initial effort 
in this field of study it should help to highlight some of the specific 
problems which can be used as a basis for further investigation.
3 . Where use is made of the author's field notes of discussions 
with Farmers' Association Authorities, citation is given in 
the following manner: '(Discussion, [date])'.
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CHAPTER 2
THE FARMERS' ASSOCIATION AND ITS DEVELOPMENT 
IN MALAYSIA
Three main topics are discussed in this chapter: first, the
objectivesand set-up of the Farmers' Association; then the Farmers' 
Association and co-operative principles, and finally the historical 
development of the Farmers' Association.
2.1 OBJECTIVES AND SET-UP OF THE FARMERS' ASSOCIATION
(a) Objectives
A Farmers' Association is defined as an economic organisation 
formed by the farmers, performing various functions, such as agri­
cultural credit, supplies, marketing and extension, with the direct 
participation and co-operation efforts of farmers. It is registered 
with the Registrar of the Farmers' Associations, and has the following 
objectives:
'(1) To organise and harness the resources of the rural 
community for more effective and integrated 
agricultural and rural development;
(2) To increase farm productivity and income through 
the improvement of farming skill, know-how and 
managerial ability of the farming community, as 
well as through the introduction of new and viable 
enterprises;
(3) To provide and organise essential farm services such 
as farm supply, credit, marketing, warehousing, 
mechanisation, transportation and processing;
(4) To harness and accumulate rural capital through the 
encouragement of saving and investment and to en­
courage capital formation;
(5) To generate new economic activities, ancillary 
services and agricultural business;
11
(6) To increase the capacity for employment of excess 
rural labour through a planned program in agri­
cultural cum business and economic co-operation 
with the Farmers' Associations;
(7) To develop rural leadership, social services and 
the spirit of participation, self-help, self- 
reliance and community welfare through Farmers'
Associations' extension programs.' (Ujang, 1973)
(b) Organisational set-up
The Farmers' Associations are organised at three levels, namely, 
the area, the State and the national level. In principle, one area 
level Farmers' Association is organised for each designated area; thus 
the formation of this organisation is on a locality basis rather than 
on a project or crop basis, or for a particular group of people.
With this federated system of organisation, lower level Farmers' 
Associations are members of higher level Associations. Farmers become 
members of the area Farmers' Association; area Farmers' Associations 
become members of State level Farmers' Associations, and State 
Associations become members of the national level Farmers' Association. 
This is illustrated in the diagram set out in Figure 2.
Each area Farmers' Association is made up of small agricultural 
units, the member's representative assembly and a board of directors. 
The small agricultural unit (SAU) is the basic unit of the Association 
at this level. It is composed of individual member farmers of each 
village within the Farmers' Association's operational area. From each 
unit, representatives are elected from among members to form a Members' 
Representative Assembly in which rests the highest authority of the 
Association. A Board of Directors is elected by the Members' 
Representative Assembly to make policies and supervise the activities
of the Association on their behalf.
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A manager and staff members are hired to be responsible for the 
day-to-day operation of the Association according to the policies set by 
the Board of Directors and Members' Representative Assembly. At present 
the basic management staff, consisting of the manager and four other 
assisting staff are government officers seconded to the Associations 
(section 2.3).
Thus in Farmers' Associations the policymakers and the implementors 
are two different sets of people. The policymakers are the farmers, 
while the implementors consist of hired personnel: the line of 
demarcation is as shown in Figure 3. This system is adopted with the 
intention of leaving the leaders of Farmers' Associations free of the day- 
to-day arrangements, while at the same time retaining the authority over 
the Association. The day-to-day management of the Association is left 
in the hands of trained personnel who are guided by the policies set by the 
Members' Representative Assembly and the Board of Directors. However, as 
will be shown later (section 7.2), this does not often hold true.
(c) Operational set-up
In order to achieve its objective, each Farmers' Association has 
under the manager five operational sections, namely, the Administration, 
Extension, Credit, Economic and the Accounting Sections. The operational 
set-up of the area level Farmers' Association is as shown in Figure 3.
A similar organisational functional set-up is observable at the State and 
national level with the exception that their members are the area Farmers' 
Associations and State Farmers' Associations, respectively.
The services of the Farmers' Association are covered by the 
Extension, Economic and Credit Sections. The other two sections, namely, 
the Administrative and the Accounting Sections, have the support function 
of streamlining and recording the Association's activities.
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The services undertaken by the Association are discussed hereunder:
(i) Extension service - One of the most important functions 
of the Farmers' Association is the provision of an extension service 
to members. An efficient extension service is essential in order to 
provide a change in the outlook and attitude of farmers with regard to 
modern technology, and the adoption of new farming practices. The 
practical application of new technologies, such as the use of new crop 
varieties, or the use of chemical fertilisers or insecticides and 
mechanisation, as well as other aspects of farm production, need to be 
passed to the farmers. Through the extension service, it is hoped that 
farmers can be provided with the necessary technical guidance and advice. 
In this way, extension not only provides members with new knowledge and 
techniques of farming, but also helps them to be systematic in their 
approach to and method of farming.
(ii) Economic services - In any agricultural production, some 
form of input is required. With the introduction of new technology, 
inputs such as fertiliser, insecticide, herbicide, improved seeds, farm 
implements, and mechanisation facilities, may be required individually 
or in combination by the farmers. It is necessary that the right kind 
of input be made available to the farmers at the required time to enable 
it to fit in with their farming operation. The supply section of the 
Economic service performs this function, and collective purchasing is 
used. It is expected that through such a procedure, an input of 
reliable quality and of lower price can be made available to farmers at 
the right time. This should help members to reduce their cost of
production.
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Under the economic services are included those concerning 
marketing. This is an important aspect of farming since many of the 
problems of the farmers today are related to the marketing of their farm 
products. An effective organisation is required in terms of collection, 
grading, warehousing, transporting and processing of farm products. The 
marketing section of the Economic service is expected to perform some 
of the above functions and help to solve some of these marketing problems. 
The services performed by this section will depend on the needs of the 
farmers. At the initial period, stress was laid on the primary marketing 
which involved collecting and the bulking of produce of members, and 
selling them in bulk to the wholesalers. It was only at a later stage 
that Farmers' Associations were encouraged to go into processing and 
transportation.
(iii) Credit service - The introduction of new technology and the 
availability and stocking of essential supplies in a centralised place 
in the community, does not necessarily mean the utilisation of those 
provisions by farmers unless they have the necessary money or credit 
facilities to purchase these materials. It is the function of the Credit 
service of the Association to arrange credit facilities for needy farmers 
to enable them to purchase material and service inputs. Under the 
Farmers' Association's Supervised Credit Program, loans extended are 
supervised with technical guidance provided by the Association. It is 
expected that through this system, the credit will be efficiently used 
and recovery of the loan can be ensured.
Apart from providing production loans, the Credit Section 
also provides a savings service to farmers. It is expected that the 
savings thus created can help to assist in the financing of the
Association's activities.
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(iv) Other services - The Farmers' Association also undertakes 
government entrusted services such as: acting as agents for the
Department of Agriculture in the distribution of agricultural inputs 
under the agricultural input subsidy program; as the agent of the 
Agriculture Bank in the disbursement and collection of its loan program; 
and as the agent of the National Rice Authority in rice purchasing.
These services are undertaken to provide extra services needed by the 
farmer members and also to help build up the business activities of the 
Association.
In some localities, the Farmers' Association also undertakes 
to provide mechanisation services to the farmers.
(v) The integration of services - The integration of services 
within one institution is intended to enhance the effectiveness of each 
of the services. Co-ordination of the services of extension, supplies, 
credit and marketing thus has the aim of seeing the farmers through 
from production to marketing. In the words of Liao (undated):
'. . . the extension provides the technology, 
the credit section provides the finance, the 
supply section provides the right input at 
the right time and the extension section does 
the follow-up service during the course of 
production. To ensure repayment of the loan, 
the resulting crop is marketed by the marketing 
section. Deduction for the loan granted is 
made from the proceeds of the crop.'
Thus this integrated approach is intended to benefit not only the 
members participating, but also the organisation, the rural economy 
and the country as a whole.
(d) Coverage of the Associations
Apart from having integrated services within one organisation the 
new concept of the Farmers' Association covers a wider area than the 
original Farmers' Association which preceded them (section 2.3). Each of
18
the area Farmers' Associations is expected to cover an area of 5,000 
to 10,000 acres in the designated area (Malaysia, 1971). A wider 
coverage is intended to allow the Association to benefit from the 
economies of scale.
(e) The accounting system of the Association
Basically, the accounting system of the Farmers' Association is 
a double entry system. The Farmers' Associations are required to 
maintain cash books, journals, ledgers and detail ledgers. Apart from 
this, every transaction has also to be recorded on transaction slips 
before entering into the above books. Separate accounts are kept for 
the Economic Credit and Extension Section of the Farmers' Association 
(Figure 3). The cash book has to be closed daily, while the ledgers 
and journals are closed monthly. Preparation of the financial report 
is done every month and this is tabled at the monthly Board of 
Directors Meeting, with a copy being sent to the Office of the 
Registrar of the Farmers’ Association (Liao, 1967).
2.2 FARMERS1 ASSOCIATION AND CO-OPERATIVE PRINCIPLES
Roy (1969) in his review of Rochdale co-operative principles 
accepted the following as principles that should be adhered to by a 
true co-operative:
(i) open membership;
(ii) one man, one vote;
(iii) limited interest on capital;
(iv) limitation in number of shares;
(v) patronage refund.
The International Co-operative Alliance (undated) has accepted 
very similar principles as tests of a true co-operative. Voluntary 
affiliation, co-operation among co-operatives, and freedom from State 
control, have also been added as criteria of a true co-operative.
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There is thus some controversy over the definition of a true co­
operative. Nevertheless, according to Roy (1969), there seems to be 
a general agreement with Schaar’s (1963) conclusion that a true co­
operative is one which provides:
(i) Service at cost;
(ii) Democratic control by member patrons;
(iii) Limited returns on equity capital.
Any co-operative which meets at least one of the three specifications, 
but not all three, he terms a quasi-co-operative.
These three latter principles, and how the Farmers’ Associations 
function with regard to them, are discussed here.
2.2.1 Service at cost
The principle of 'service at cost' implies that members of the 
co-operative share in the savings (and the losses) of the co-operative 
in direct proportion to their patronage. Since it is impossible for 
management to predict accurately the year's income and expenditure in 
advance, the usual practice is to initially set prices high enough to 
avoid operating losses. The saving resulting from this practice is 
distributed back to member-patrons through a refund.
Service at cost through patronage refund is one of the principles 
followed by the Farmers' Association. In practice, however, due to the 
need for capital accumulation and administrative difficulties, 
patronage refund has not been paid out in most of the Farmers' 
Associations (discussion, 1972). The patronage refund accumulated has 
been transferred to a revolving fund to help finance the various 
projects of the respective Farmers' Associations.
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The principle of service at cost is normally administered through 
two alternative sets of price policies. The first is the pricing of 
goods at market price and the savings over cost paid to members as 
patronage refund at the end of the year. This practice is followed 
widely by the Commonwealth and American co-operatives which include the 
Farmers' Association of Malaysia. The second alternative is the 
practice of fixing prices as near to cost as possible. This is a form 
of refund to members at the time of transaction through lower prices 
rather than paying a lump sum at the end of the year. This practice is 
followed by most Swedish co-operatives (Child, 1947). Roy (1969) 
indicated that in consumer co-operatives the second alternative results 
in greater member utility than the policy of charging higher initial 
prices and paying a refund at the end of the year.
2.2.2 Democratic control
This principle is practised through open membership (with certain 
qualifications) and the one man, one vote system. However, the recent 
trend has shown that there are some deviations from the principle of 
the one man, one vote system. One of these is an attempt to try to 
keep the control of the co-operative in the hands of its current users. 
This is done by allocating extra voting rights on a basis of volume of 
patronage with certain limits (ibid.).
The function of managing the co-operative is in the hands of 
either the Board of Directors or the hired management staff. However, 
the ultimate source of power lies in the hands of members through its 
general meeting. The co-operative is operated in the interest of 
members as patronage rather than as owners. Through the general 
meeting, members will exercise their rights by setting guidelines to be 
followed by the Board of Directors in formulating policies, and by the 
hired management staff in the day-to-day operation of the co-operative.
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In the Farmers' Association, ultimate control is in the hands of 
members with each member entitled to one vote in electing their 
Members' Representatives. Members' Representatives are elected from 
each Small Agriculture Unit, the number elected from each unit will 
depend on the size of the membership of the unit. The Members' 
Representatives will elect the Board of Directors from a panel of 
candidates nominated from the various Small Agricultural Units. The 
Members' Representatives Assembly thus is the highest authority in the 
set-up of a given Farmers' Association and is to be compared with the 
Members' General Meeting in the ordinary co-operative.
The management staff of the Farmers' Association have to operate 
the Association in line with the policies formulated by the Board of 
Directors, with guidelines from the Members' Representative Assembly. 
Thus the Farmers' Associations adhere to this principle of democratic 
control.
2.2.3 Limited return on capital
In the co-operative movement the capital contribution by members 
is not the criterion used in deciding control of the co-operative. 
However, the use of capital needs to be rewarded without superseding 
the interest of the patrons. Thus the interest on capital must be 
limited and this is reflected in the co-operative movement by the fact 
that there is a maximum amount of dividend that can be paid out on the 
basis of capital contribution. In the Farmers' Association, the ceiling 
is 10 per cent. In the United States the return on capital for a co­
operative may not exceed 8 per cent (Roy, 1969). The main purpose of 
limiting the returns on share capital is to keep the co-operative 
movement oriented towards the needs and interests of members while, at 
the same time, recognising the role of capital in any business enter­
prise.
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On the basis of the above-discussed principles, the Farmers’ 
Associations of Malaysia come under the definition of true co-operatives 
as defined by Shaars (1963). However, under the International 
Co-operative Alliance (undated)— an international association of many 
national co-operations— the Farmers' Association of Malaysia cannot be 
called a true co-operative because of the fact that the Farmers' 
Association is not free of State control.^ Freedom from State control 
has been added by ICA as an additional criterion of the true co­
operative. It is on this basis that L.L. Mather (1969) has categorised 
the Farmers' Association of Taiwan and the Multi-purpose Agricultural 
Co-operatives in Japan as quasi-co-operatives.
2.3 HISTORICAL DEVELOPMENT OF THE FARMERS' ASSOCIATION IN MALAYSIA
A review of the development of the Farmers' Association in Malaysia 
is not complete without consideration of the history of the co­
operative movement.
The co-operative movement in Malaysia was first introduced in the 
Federated Malay States in 1922. The introduction was at the same time as 
when the movement was being encouraged throughout the British colonies in 
Asia and Africa.
The co-operatives in Malaysia can be broadly categorised into urban 
and rural co-operatives. They come under the jurisdiction of the 
Co-operative Department. While the progress of the urban co-operatives 
has been satisfactory, the progress of the rural co-operatives has been 
slow. It had been hampered by a number of crop failures, the world
1. The Farmers' Associations of Malaysia are currently under direct
supervision and guidance by the Government. Its development program 
is determined by the Government and the organisation is manned by 
Government officers; even though seconded to the Farmers' 
Association, they are still responsible to the Government.
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depression of the 1930s, the Second World War, and the Emergency, as well 
as financial and management problems. In 1948, the development of the 
movement was reactivated; but it was not until after the attainment of 
independence in 1957 that any significant progress was achieved in terms 
of the number of co-operatives formed, and the area of coverage reached 
any substantial level (Afro-Asian Rural Reconstruction Organisation,
1970).
The function and development of co-operatives in the earlier period 
was to fill the financial needs of members rather than to tackle 
problems of production and distribution (Drake, 1966). The majority of 
rural co-operatives were credit co-operatives which had the main 
objective of relieving the indebtedness of the members. These rural 
co-operatives were beset with problems from the beginning due to a lack 
of integration with supporting services such as: extension; supply of
production inputs; and marketing. Also, their level of coverage was 
insignificant. In many co-operatives, the problems were made worse by 
poor participation of members in the organisation's activities. The 
urban co-operatives were progressing relatively better because they were 
not confronted with the problems of a lack of management ability and a 
shortage of capital which hampered the rural co-operatives so greatly.
In 1959, an informal organisation known as the Farmers' Association 
made its first appearance. This was an organisation of farmers which 
was concerned with the promotion and dissemination of modern agricultural 
technology to farmers. It was initiated by the Extension Branch of the 
Department of Agriculture. Apart from their role as an extension medium, 
the Associations were also used for channelling government grants to 
support the above service. By 1966, there were about 750 such groupings 
throughout the country with a total membership of 40,000 farmers, and 
an average of 54 members per Farmers' Association (Department of 
Agriculture, West Malaysia, 1967). Even though in some areas there was
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some co-ordination between the Farmers' Association and the rural credit 
co-operatives, on the whole, the co-ordination was never close.
Meanwhile, there was a widespread feeling among the implementors 
of the program and the participating farmers, that in order for the 
introduction of farm innovation to be more readily accepted, the 
function of the Association needed to be broadened to include other 
services such as credit, supplies and marketing. Their argument was 
that inputs which go along with the new technology, needed to be readily 
available. In areas where there were problems of cash to pay for the 
inputs, credit facilities would be of great assistance. Finally, the 
increased production resulting from the adoption of new technology 
needed to be marketed. However, the resources of the private sector 
were felt to be inadequate to meet the expected increase in demand for 
these services (Jamil, 1969). Thus, it was felt that there was a need 
to develop a new institution which could incorporate all the services 
required by the farmers.
The Department of Agriculture, which was responsible for the
formation of the Farmers' Associations, proceeded to formulate an
institution which would incorporate within one organisation the services
required by the farmers. With the assistance of a few international
2organisations concerned with rural development, the Department of 
Agriculture succeeded in formulating this new institution and 
incorporating within it the services of supplies, marketing, credit 
and extension. All these developments were made independent of the 
Co-operative Department, despite the fact that the new organisation 
was basically a co-operative movement, as has been shown in section 2.2 
of this chapter. The new organisation retained the name of Farmers' 
Association.
2. The organisations referred to here are the Asia Foundation, Joint
Council of Rural Reconstruction of Taiwan, and also the Food and
Agricultural Organisation.
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Under the auspices of a Farmers' Association specialist from 
Taiwan, pilot projects were established in each State of Peninsular 
Malaysia. The passing of the Farmers' Association Act of 1967 launched 
the program officially. The enthusiasm of the officers responsible for 
developing the project led to the expansion of the program prior to any 
extensive evaluation of the pilot project being undertaken. By the end 
of 1969, 23 such Association had been formed; by 1972, 88 Associations, 
and by the end of 1973 there were 120 Farmers' Associations throughout 
the country (Persatuan Peladang Kebangsaan, 1974).
In areas where the new type of Farmers' Associations have been 
formed, the old type of Farmers' Associations within the area had to 
cease operation. Whatever assets these former Associations possessed 
are valued and transferred to the new Associations. Equivalent value 
of share stocks are credited to the members of the former Associations 
if they joined the new Associations. However, if tney preferred to stay 
out, they are paid their share of the assets. By 1972, with about 
88 new type Farmers' Associations formed around the country, the 
dissolution of old type Farmers' Associations was almost complete.
In the development of the new type of Farmers' Associations the
Government played a leading role by providing physical contribution to
each of the Farmers' Associations formed under the Farmers' Association
Act of 1967. It provides the Association with management staff,
consisting of a manager and four assisting staff. The manager is
usually a graduate of the Agricultural College and the assisting staff
3are graduates of the School of Agriculture. If the situation warrants
3. College of Agriculture is a post-secondary institution.
School of Agriculture is a secondary institution.
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extra staff the Farmers' Associations themselves have to pay for it.
Apart from staff, the Farmers' Associations are also provided with 
office and godown facilities. In some areas they are also given motor 
transport and farm machinery. It is the hope of the Government that 
with these facilities the Farmers' Associations can get off the ground 
earlier. It is the intention of the Government to withdraw these 
contributions as soon as the financial situation of the Farmers' 
Association permits.
It would not be difficult to reason that the formation of Farmers' 
Associations, under this new concept, would create some jealousies in 
and rivalries with the Co-operative Societies already existing, and 
also with the Co-operative Department. Basically, the new Farmers' 
Association is a co-operative movement and as such the Co-operative 
Department had every reason to be concerned with its development, 
whereas it was not so interested in the old Farmers' Association. The 
Department of Agriculture, in initiating this form of organization, 
had, in fact, stepped into the domain of the Co-operative Department.
It is not within the scope of this paper to discuss the merits 
of forming a separate co-operative movement rather than making a joint 
effort with the Co-operative Department to improve the existing rural 
co-operatives. Suffice it to say here that the setting-up of this 
separate co-operative movement led to a duplication of services, a waste 
of already scarce resources, and the creation of rivalries between 
agro-based co-operative societies and Farmers' Associations.
Thus, the conflict between agro-based co-operatives and Farmers' 
Associations was there from the start. It did not come out into the 
open until 1970, however, and this led to the appointment of a committee 
headed by an officer from the Prime Minister's Department to study the 
possibility of combining the activities of these rural organizations.
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The conflicts and rivalries were not only confined to the grass roots
level but extended upwards as far as the Ministerial level. As
expected, the study showed that there was a duplication and overlapping
of functions which led to a waste of resources. In many instances,
the same leaders were found to lead the co-operatives as well as the
4
Farmers' Associations (discussion, 1972).
Arising from this study, the Cabinet decided that steps should be 
taken to avoid this duplication and waste of scarce resources. As a 
start a new authority known as the Farmers' Organization Authority was 
formed by an Act of Parliament in November 1973. The responsibility 
for supervision, guidance and development of Farmers' Associations and 
agro-based co-operatives, was transferred to this new Authority from 
the Department of Agriculture and the Department of Co-operatives, 
respectively. The Authority was also charged with the responsibility of 
co-ordinating activities of various rural institutions and government 
agencies, as well as formulating and implementing programs for rural 
uplift. Under one of the programs of the Farmers' Organization 
Authority, the Farmers' Association and agro-based co-operatives in 
each locality were encouraged to merge into one body, called the Area 
Farmers' Co-operative (Lembaga Pertubohan Peladang, undated). The new 
body would retain most of the organizational and operational structure 
and functions of the Farmers' Association. Thus, the following study, 
even though it concerns the Farmers' Association, will have relevance 
to the new organization, which retains the structure and function of 
the Farmers' Association.
4 . Member of Investigation Committee on Integration of Farmers' 
Associations and Rural Co-operative Societies (1972): Personal
communication.
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CHAPTER 3
A REVIEW OF FARMERS' ASSOCIATIONS'
CONTRIBUTIONS TOWARDS AGRICULTURAL DEVELOPMENT
3.1 INTRODUCTION
A review of possible contributions of Farmers' Associations towards 
agricultural development is made here, based on experiences from 
countries such as Taiwan, Japan and Korea, where such organisations 
have been known to be quite successful. An attempt will be made to 
discuss and relate these experiences to the situation existing in 
Malaysia.
The Farmers' Association of Taiwan on which the Malaysian Farmers' 
Associations were based, and the Japanese Multi-purpose Agricultural 
Co-operatives which have close similarities with the Malaysian 
Associations played a vital role in the agricultural development of 
their respective countries. Kwoh (1966), in his book, listed six 
major contributions of Farmers' Associations towards agricultural 
development which included acting as a medium for channelling govern­
ment projects, a medium for agricultural planning, help in capital 
formation, leadership development and enhancing, as well as facili­
tating agriculture and rural development. The Food and Agricultural 
Organisation (1966) in its Agricultural Planning Study series reviewed 
the process of agricultural development in modern Japan and stressed 
the importance of agricultural co-operatives in the development process. 
In the words of this report "the Co-operative Associations have 
contributed much to agricultural development, not the least in building 
an inner strength in the rural community and giving the farmers the 
will and confidence to embark on new practices and undertakings."
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In developing countries small farmers are economically the weakest 
section of the community and meet with great difficulties in marketing 
their products or in obtaining resources to improve or extend their 
operations. In Japan these basic handicaps have largely been overcome 
by the development over the years of an efficient agricultural co­
operative to which practically all fanners belong. Organised primarily 
as a general purpose co-operative and extending their network into the 
remotest village, the co-operatives made adequate credit, purchasing 
and marketing facilities available to virtually all farmers. They 
provided them with the funds to buy production requisites or to adopt 
new technologies. They supplied these requisites on favourable terms.
They helped even the smallest farmer to realise the full market price 
for the product. Finally, they effectively channelled price supports, 
production subsidies and other incentives to the farmers themselves, 
thus ensuring their full impact (Hoynden, 1962; Food and Agriculture 
Organization, 1966).
In Malaysia, available studies indicated that in general the 
co-operative movement has not met with similar success. This is 
particularly true of the movement in the rural areas. Among the factors 
that have been said to be the reason for the low success of the 
movement, were lack of able, honest and dedicated leadership and manage­
ment personnel, lack of supporting services, lack of sufficient capital 
and the formal nature of the organization (Afro-Asian Rural Reconstruction 
Organization, 1970; Singh, 1970). Drake (1966), in comparing the urban 
and the rural co-operatives of West Malaysia, pointed out that the urban 
co-operatives have the advantage of certainty of capital subscription, 
higher educational background, higher real income of members and at the 
same time, members are exposed to a more sophisticated financial situation.
30
Finally, there exist able management personnel among the urban population 
to manage the organization. He put forward these factors as the reason 
for the better financial success of the urban co-operatives over their 
rural counterparts.
3.2 ANALYTICAL DISCUSSION
The discussion of this chapter concentrates on the contributions of 
the Farmers' Associations towards agricultural development. The 
discussion of the contributions of the Farmers' Association towards 
agricultural development is made under the following headings:
(a) The Farmers' Association as a vehicle for introducing 
innovations;
(b) The Farmers' Association as an instrument of market 
reform;
(c) The Farmers' Association as a medium for agricultural 
planning;
(d) The Farmers' Association and capital formation;
(e) The Farmers' Association as a vehicle for implementing 
government programs.
3.2.1 Farmers' Association as a vehicle for introduction of
innovations
According to Mosher (1966), constantly changing technology must 
be introduced for agricultural development to proceed. The introduction 
of innovation to the farming community needs to be accompanied by the 
required inputs for the adoption to be enhanced.
Mosher (1966) added that the adoption of this new technology can 
be further enhanced if production credit can be extended to the farmers 
to finance them in the adoption of new technology. In his own classi­
fication, production is an "accelerator for agricultural development".
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The adoption of innovation normally results in an increase of 
output of farm products. Markets for these products need to be arranged 
and the prices for them need to be high enough to repay the farmers for 
their cash costs, and efforts and risk in producing them.
As discussed earlier (section 2.1), these services of extension, 
supplies, credit and marketing are incorporated in the Farmers' 
Association. Thus, it can be said that with these services integrated 
into the organization, the Farmers' Association can be a suitable vehicle 
for introducing innovation to the farmers.
Experiences in Taiwan (Kwoh, 1966) and Japan (Hoynden, 1962; Food 
and Agriculture Organization, 1966) have demonstrated that such an 
organization is a good vehicle for disseminating innovation in the 
agricultural sector. In Taiwan the introduction of new rice varieties, 
of onions and of mushrooms, have meant that what were originally imported 
crops have become export food crops. In Japan, the agricultural co­
operatives played a leading role in the introduction of new technologies, 
especially in the field of new varieties of rice, new crops, fertilisers 
and machinery. The existence of support services within the organization 
have facilitated the introduction of new technology.
In Malaysia (Persatuan Pelandang Kebangsaan, 1974) there are already 
indications that the Farmers' Associations have acted in a modest way as 
a vehicle for transmitting innovations. The introduction of double 
cropping in Kemumbu and Muda irrigation areas has been facilitated by 
the existence of Farmers' Associations. In Selangor, the introduction 
of cocoa as an intercrop in coconut smallholding has been implemented 
through the Farmers' Associations since the inception of the project in 
1971. In 1973, a total of 2,840 farmers, with an acreage of 8,500 acres, 
have taken up the project. This is beyond the target set by the 
Department of Agriculture, which expected to cover only about 1,000 acres
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a year, based on their experiences of the introduction of double cropping 
of padi in Tanjong Karang. The usage of fertiliser by the farmers has 
been increased substantially with the existence of the Farmers' 
Association. In 1973 the amount of fertilisers sold by the Farmers' 
Association in Selangor exceeded 650 metric tonnes. This is a tenfold 
increase over the 1968 estimated figure (Department of Agriculture, 
Selangor, 1974).
In the author's view, however, there were other factors operating 
which contributed to the success claimed above. The various subsidy 
programs undertaken by the government in support of its extension work 
have been one of the main contributing factors. In encouraging the 
farmers to interplant their coconut with cocoa, a subsidy to the value 
of $60 in the form of planting materials and fertilizers was given.
This subsidy played a major role in attracting participants. The 
increase in fertilizer usage and sales volume has been mainly due to 
to the subsidy program on fertilizers undertaken by the Government and 
implemented through the Farmers' Association (discussion, 1972).
.Credit availability among the farming community is another contri­
buting factor for the success claimed. Credit was more easily available 
than at former times. Sources of credit were not only confined to the 
Farmers' Associations and Agricultural Bank but also included some 
commercial banks which had started a rural loan service (section 5.4.1).
Some of these success areas, as claimed by the Authorities, had 
Farmers' Associations staffed by officers of higher calibre and by more 
staff than normally assigned to a Farmers' Association.
Thus the successful use of the Farmers' Associations as a vehicle 
for the introduction of innovation, as claimed by Malaysian authorities, 
is not solely due to the institution of Farmers' Associations, per se.
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There are other factors as shown above which have contributed to the 
success. Thus, by themselves, the Farmers' Associations cannot as yet 
claim that they have been successful as a medium for the introduction 
of innovations.
3.2.2 Farmers' Association as an instrument of market reform
With their ability to participate in business activities which 
include both the product and factor market, Farmers' Associations are 
expected to improve the existing market by providing an alternative 
outlet for rural produce and an alternative source for agricultural 
inputs. The organisations are also concerned with the way in which 
demand information is organised and presented to the small producers.
This is intended to reduce market distortions and hence increase the 
net gain to the producers which, in turn, will act as an incentive to 
producers.
In Japan (Hoynden, 1962) and Taiwan (Kwoh, 1966), agricultural 
co-operatives and Farmers' Associations have amply demonstrated their 
ability to contribute to agricultural development through both product 
and factor markets. In response to the requirements of the newly 
introduced technology effected through the extension service, the Farmers' 
Association and agricultural co-operatives made available the required 
inputs and equipment direct to the farmers at the appropriate time. 
According to Ruttan (1969) :
'. . . private traders which function well in product 
market perform poorly in the distribution of agri­
cultural inputs to small scale producers in South East 
Asia. For agricultural supplies such as seed fertiliser, 
insecticide, herbicide and others in which new technical 
knowledge is embodied and which frequently requires new 
knowledge, the deficiencies in the traditional marketing 
channels appear to be serious.'
Armed with an extension service, the agricultural co-operatives and 
Farmers' Associations offer a better channel than the traditional 
marketing channel. This is also true in Taiwan and Japan where these 
organisations have a major role in the distribution of agricultural 
inputs such as fertiliser, insecticide, herbicide and agricultural 
equipment (Kwoh, 1966; Hoynden, 1962).
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Kuhnen (1973), in hiw review of an Area Farmers' Association of 
Malaysia, pointed out that:
'. . . the most important and the one most appreciated 
accomplishment of Farmers' Association by members is 
perhaps its effect on price stabilisation. Because of 
the very nature and existence of an alternative supply 
and marketing, the middlemen had to adjust their prices 
to the offer of the Farmers' Associations. This holds 
true for most Farmers' Associations in Malaysia and is 
perhaps the greatest success so far. It is remarkable 
that this has been achieved in spite of the small share 
in the turnover.'
He also pointed out that in Malaysia, besides the effect on prices 
'The mere organisation of market for a number of products and inputs 
is an important accomplishment in itself.' The existence of a Farmers' 
Association has made the availability of agricultural inputs more 
widespread (Kuhnen, 1973).
Kuhnen, in his evaluation however, did not provide empirical 
evidence to support his claim. The author's own experience points to 
the fact that not only were the overhead costs of the distribution of 
inputs and collection of produce high, but the Association tended to 
suffer from undue bureaucracy. It is true that in some localities the 
Associations provided alternative sources of supply of inputs and 
outlets of produce. It must be recognised, however, that these services 
may well have been provided at high public costs and with no improvement 
over the existing ones. This aspect should certainly be the subject of 
further study. The ability of the Farmers' Association to continue
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operating in the market may well have been due to the high amount of 
hidden subsidy provided by the Government to support their programs.
Thus in Malaysia, Farmers' Associations have not yet shown that 
they are effective instruments of market reform.
3.2.3 Farmers' Association as a medium for agricultural planning
A plan of directed change in agriculture can only be accepted and 
successfully implemented by farmers if it reflects the needs and urgent 
problems of the farming community as a whole. For this purpose, 
planning from the top alone may not be suitable or realistic enough in 
meeting the farmers' needs. Democratic joint planning at the grass roots 
level is essential if active participation and involvement of local 
people in the program is desired, which, in effect, is the major criterion 
in the successful implementation of any agricultural plan.
Farmers' Associations which are organised on an area basis provide 
the opportunity for direct assessment of the farming situation in terms 
of economic, social and physical factors, which can be collated through 
a socio-economic survey. Through the hierarchical structure of the 
Board of Directors and small Agricultural Units it is hoped that it 
provides a reflection of farmers' needs and problems which might help 
to make planning more realistic. It is hoped that it could facilitate 
the formulation of a development program that would truly reflect the 
aspirations of the people concerned and will therefore have a better 
chance of enlisting the co-operation of the people (Jamil, 1966).
The Farmers' Associations, being systematically organised as discussed 
in Chapter 2, section 2.2, are expected to make government policies and 
plans known to all member farmers, filtering the information through the 
system from the national level down to individual farmers at the Small 
Agricultural Unit level. By the same token, the farmers are expected to
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express their views about government plans and about their problems to 
the Government through the same channel.
Japan, Taiwan and, to some extent, Korea, have quite successfully 
utilised the agricultural co-operatives/Farmers' Association in their 
agricultural planning process (Spaeth, 1969; Singh, 1966). In these 
countries, the Government made use of the organisation to get the views 
of the rural population and in reverse the rural population used the 
organisation to channel their problems to the Government. The essential 
prerequisite for such a system to be fully functional is that the 
membership should cover the majority of the rural population, and the 
organization should be broadly based so as to cover as many functions 
as possible connected with development. The agricultural co-operatives 
of Japan and the Farmers' Association of Taiwan have these character­
istics. This accounts for their effectiveness in participating in 
national agricultural planning (ibid.).
In Malaysia, it has been the objective of the Government to 
make use of this organization to help in agricultural planning (Jamil, 
et al. , 1966). Its use, however, has not been fully functional 
because the coverage both in areas and membership are still limited.
In some districts, however, there have been claims that Farmers' 
Associations have been effective in channelling plans downward and in 
getting feedback from the rural population through this same channel 
(Persatuan Peledang Kebangsaan, 1974).
The average rate of membership coverage in the Malaysian Farmers' 
Association is only about 15 per cent of the total eligible farmers 
(sections 3.3 and 4.2), and as such, Farmers' Associations cannot as 
yet claim to represent the farmers as a whole. Even though there is 
no empirical evidence, it is the author's belief that the present 
membership coverage is more confined to the better, larger and more
37
progressive farmers of the community. As such, whatever points are 
reflected through this channel will only represent this section of the 
farming community. Thus the author tends to disagree on the claim that 
the Farmers' Associations in Malaysia have been effectively used as a 
medium for agricultural planning in relation to all farmers.
The successful use of Farmers' Associations and agricultural 
co-operatives in Taiwan, Japan and Korea might also be attributed in 
some degree to the social and value system of the farming population 
itself. The farming community in those countries has been exposed to 
various forms of commercialised systems longer and more intensively 
than have Malaysian farmers (discussion, 1971). It may be some time 
yet before the Malaysian Farmers' Association can be effectively used 
as a medium for agricultural planning.
3.2.4 Farmers' Association and capital formation
The general rate of development is normally limited by shortage 
of productive factors. As such, the first aim of development programming 
is therefore to design the most efficient and optimum rate of capital 
accumulation. This problem of development limitation due to shortage of 
capital is acknowledged by the Economic Commission for Asia and the Far 
East (1960): 'if any one of these scarce factors associated with
underdevelopment should be singled out, it would be capital.'
Agricultural co-operatives and Farmers' Associations in some 
countries have demonstrated their ability in contributing to capital 
formation, not only in their capacity for mobilising rural capital for 
productive purposes, but also in enhancing investment by the rural 
community in capital items. For a farmer as an individual, it is 
difficult to invest in capital items like farm machines, processing 
factories or an irrigation scheme. However, under agricultural
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co-operatives and Farmers' Associations, such schemes can be implemented.
The implementation can either be done by co-operatives or the associations 
themselves purchasing or setting up the units and providing services to 
the members, or by individual members purchasing or setting up the units 
with finance advanced by the co-operative associations.
In Taiwan, the capital formation by the rural population made 
through the effort of the Farmers’ Association was substantial. This 
was in the form of land improvement, increase in farm buildings, number 
of warehouses and rice mills, irrigation channels as well as deposits in 
the credit section of the Farmers' Associations. In 1969, savings 
deposits in Farmers' Associations stood at about $306 million and at the 
same time loans extended by the organizations for investment purposes 
totalled $207 million. There were 2,722 warehouses with 841,000 tonnes 
storing capacity and 445 rice mills with a milling capacity of 
6,532 tonnes per day (Kwoh, 1970).
In Japan, the capital accumulation by agricultural co-operatives 
and their members was not only confined to farm improvements, processing 
facilities and deposits, but was horizontally and vertically diversified 
into transportation, manufacturing and insurance. In the field of 
savings deposits, the agricultural co-operatives managed to attract about 
60 per cent of the total national savings deposit (Hoynden, 1962).
Evidence in Malaysia showed that the Farmers' Associations had 
managed to contribute quite a bit in capital accumulation. At the end of 
1973, the Farmers' Association managed to accumulate $M1.5 million worth 
of share capital, $M0.1 million in savings deposits and $M1.7 million in 
the special reserve fund. In addition, there were farm machines and rice 
mills either owned by members or by the Associations themselves.
Many individual members, through finance from the credit service of the 
Association and that of extension, have managed to bring about improvements
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on their holdings with the prospect of a higher yield and income in the 
future. At the end of 1969, $M7 million worth of loans were extended 
to members for productive purposes - about $M2.4 million from the Farmers' 
Association's own resources and another $M4.6 million from money made 
available by the Agricultural Bank of Malaysia (Lembaga Pertubohan 
Peladang, 1974).
In money value, both the capital formed and the loan extended were 
only a very small proportion of the economy as a whole, and also of the 
agricultural sector. However, it is the author's feeling that this 
contribution could be substantial in the future when the program of 
Farmers' Associations is in full operation.
3.2.5 Farmers' Association as a vehicle for implementing 
government programs
The involvement of Japanese agricultural co-operatives and of 
Taiwan and Malaysian Farmers' Associations as an instrument for imple­
menting government programs and of undertaking government-entrusted 
services, has distracted these organizations from the principle of a 
true co-operative, as defined by the International Co-operative 
Alliance. Due to such involvement, these organizations have been termed 
quasi-co-operative instead of true co-operatives.
Notwithstanding the term used, Farmers' Associations with their 
three-tiered structure (Figure 2) are well suited, at least in theory, 
to undertake government-entrusted services for the rural population and 
participate in government development programs. Experience elsewhere 
has shown that involvement in such activities has benefited the 
organization financially. This financial gain has enabled the organization 
to expand other services for the benefit of the members. In Sri Lanka 
and India (Singh, 1970), Taiwan (Kwoh, 1966), Japan (Food and Agriculture 
Organization, 1966) and Yugoslavia (Miller, 1972), the success of
40
agricultural co-operatives depended very much on government-entrusted 
services. Withdrawal of these services has led to the sharp decline in 
the success of the organization in the countries mentioned above (Singh, 
1972; Kwoh, 1966; Miller, 1972).
In Malaysia, Farmers' Associations have been given the task of 
undertaking a number of government-entrusted services, particularly the 
distribution of subsidised agricultural inputs and the collection of 
crops under the government-controlled marketing scheme. As in similar 
organizations in other countries, the income from these entrusted 
services has greatly strengthened the financial situation of the Farmers' 
Associations. It is estimated that about 40 per cent of the profit made 
by Farmers' Associations is from activities of government-entrusted 
services (discussion, 1972). At this initial stage, such financial 
accumulation is of the utmost importance in order to expand and finance 
other activities of the Association to bring more benefits to members.
This financial accumulation also helped to improve the credit rating of 
the Association.
However, it has been noted by the author that in many Farmers' 
Associations, such involvement has led to the neglect of the main 
objective of forming the Association. In these Associations, the 
implementation of the entrusted government services has left little 
time for the staff to carry out other important activities of the 
Association, the foremost of which is extension. This is a big set­
back and if not rectified, will have a serious repercussion. Thus, in 
involving Farmers' Associations in entrusted services, it is of utmost 
importance to ascertain the capabilities of the Association, such that 
it will not jeopardise the main objective of forming such an organization.
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Alternatively, the government-entrusted services could be handled 
by the private sector. The services provided by the private sector no 
doubt could be more efficient in terms of straight commercial cost but 
they lack the extension service that should go along with the inputs 
dis tributed.
3.3 CONCLUSION
This chapter has attempted to discuss the contributions made by 
Farmers' Associations and other similar organizations towards agri­
cultural development of their respective countries. The contributions 
made cover a wide range of fields. The organizations acted as a 
vehicle for introducing innovation, as an instrument of market reform, 
as a medium for agricultural planning and as a vehicle for implementing 
government programs. They have also been shown to have made some 
contribution towards capital formation. The evidence cited suggests 
that similar contributions have also been made by Farmers' Associations 
in Malaysia. However, these contributions have been small and in some 
instances have been made at high cost.
It needs to be pointed out here however that the potential of the 
Farmers' Associations in Malaysia to act effectively seems to decline 
with time. This is due to the creation of a number of specialised 
agencies such as the Rubber Industry Smallholders' Authority, the National 
Rice Authority and the Agricultural Bank which also undertake similar 
activities as those undertaken by the Farmers' Association. Thus, for 
some farmers there is no necessity to join the Farmers' Association since 
their needs are already catered for by these specialised agencies.
This helps to explain the low average rate of coverage of Farmers' 
Associations in Malaysia (section 3.2.3).
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Figure 4 indicates the flow of agricultural inputs, credit and 
extension from manufacturers, financial institutions and research 
stations to the farmers. It also shows the reverse flow of produce 
from the farmers to the market. The Farmers' Associations were expected 
to be the link in this flow of items. However, the formation of many 
specialised agencies has siphoned off much of the business activities 
which were expected to be done by the Farmers' Association. This 
reduction in business activities can lead to the loss of economies of 
scale which is one of the purposes of forming Farmers' Associations 
and ultimately reduce the effectiveness and efficiency of the Association.
There is some indication that this is already happening in some 
Farmers' Associations resulting in a big drop in their annual sales 
turnover. In some localities the Farmers' Associations, in order to 
keep themselves viable have initiated projects which they undertake 
without the involvement of members. The Farmers' Associations which were 
originally formed to meet the needs of the members are becoming private 
business enterprises (discussion, 1973).
Thus, the decline in the potential of the Farmers' Association is 
due to the conflicting policies of the Government itself. On the one 
hand the Government is encouraging the formation of Farmers' Associations 
to act as the vehicle for rural development, but at the same time the 
Government is creating various specialised agencies whose services are 
competing with those of the Farmers' Associations rather than complementing 
them. This, in itself, will act as an obstacle to the future success
of the Farmers' Association.
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CHAPTER 4
AH ANALYSIS OF ORDINARY MEMBERS AND MEMBERS OF 
THE BOARD OF DIRECTORS OF THE FARMERS' ASSOCIATION
4.1 INTRODUCTION
Phillip (1966) , Digby (1970) and Widstrand (1972) have pointed out 
that one of the reasons for the failure of organizations like co­
operatives has been the lack of honest and dedicated leadership to 
steer the organization to success. It has been shown on many occasions 
that co-operative leaders made use of their positions to enrich them­
selves as well as using their positions to further strengthen their 
power, interests and position.
Studies in many countries (Thorners, 1964; Singh, 1970; Digby,
1970; Widstrand, 1972) have shown that the control of many agricultural 
co-operatives is in the hands of the landholding class, who are at the 
same time village headmen or persons holding other posts of local or 
district importance. It has also been shown that these leaders steered 
the organization to suit their own interests and ends. They obtained 
the major share of benefits of co-operative development programs and 
many used their position as a platform for ascending the political 
ladder.
In Malaysia, evidence of leaders of co-operatives making use of 
their positions in the co-operatives to enrich themselves and steering 
the co-operatives to suit their own ends, is evidenced by a number of 
large and viable co-operatives having been liquidated and their leaders 
brought to court and convicted for misappropriation.^
1. The most outstanding of these were (1) the Government Servants' 
Housing Co-operatives; (2) the Rice Milling Co-operative Union of 
Tanjong Kerang, and (3) the Coffee Processing Co-operatives of Kuala 
Langat.
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A number of people have expressed their opinions about the possi­
bility of the Farmers' Associations falling into these same type of 
hands. The then Registrar of Farmers' Associations, Jamil M. (1970) 
indicated that -
'. . . there is some evidence that vested interests are
now realising the role of the Farmers' Association and 
are attempting to gain control of the Association.'
He cautioned that -
'. . . it is vital if the Farmers' Association is to 
achieve its objectives it must guard itself from falling 
into the hands of these vested interests.'
It is the intention of this chapter to try to establish the back­
ground of the leaders that have gained control of the Farmers' 
Association. The analysis begins with a discussion of membership 
qualifications. It then proceeds with the analysis of ordinary 
members and the members of the Board of Directors with respect to the 
size of farm operated, their level of education, their status in 
society, their share contribution and their business participation.
This is done with a view to proving the hypothesis that the Boards of 
Directors of the Farmers' Associations are in the hands of the larger, 
better educated farmers, and farmers of higher social standing in the 
society.
There is no data available in this study to proceed further in 
the testing of other hypotheses. However, the author wishes to discuss 
the possible implications and the advantages and disadvantages if the 
above hypothesis is proven.
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4.2 MEMBERSHIP
Membership of the Farmers' Association is open to those residents 
2of the organic area where the Farmers' Association is formed and for 
those who have part of their income derived from farming. Membership is 
voluntary and on a household basis. To be a member, an applicant must 
satisfy the above requirements and also meet the financial obligation 
of paying an entrance fee and an annual fee of one dollar each and a 
purchase of at least one share stock of five dollars per share.
Screening of applicants is done by the Protem Committee appointed by 
the Government at the formation stage and by the Board of Directors, 
once the Farmers' Association has been formed.
Prior to 1970, the membership of the Farmers' Association was con­
fined to farmers who had at least 50 per cent of their income derived 
from farming. However, this was amended through instructions issued by 
the Minister who was pressured by some sections of the rural community 
to make the membership of the Farmers' Association more liberal so as to 
include also those whose main income is not from farming. This 
instruction was issued despite the opposition of the Office of the 
Registrar of Farmers' Associations and some field staff who were concerned 
with developing the Farmers' Association as a genuine organisation of 
farmers (discussion, 1972). As a result of this liberalisation, many 
non-farmers have been admitted as members of the Association. As members 
of the Association, they have the same rights as other members. They 
thus are also eligible to be elected as members of the Board of 
Directors.
Studies elsewhere (Widstrand, 1972; Thorners, 1964) have shown that 
in many peasants' and farmers’ organizations, the control of the 
organizations themselves does not represent the farmers as a whole.
2. Organic area is the area of operation of an area level Farmers' 
Association.
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In many of these organizations, they are being represented not only by 
the landlord - the higher class farmers - but also by non-farming people. 
Thus the views, opinions and decisions made by the organisations might 
not coincide with that of the general farming community. It is the 
intention of this chapter to try to establish whether such a situation 
exists in Farmers' Associations in Malaysia.
4.3 DATA AND METHODOLOGY
For the purpose of studying the characteristics of the ordinary 
members and members of the Board of Directors of the Farmers' 
Associations, the data used were collected from records at the offices of 
the six Farmers' Associations in Selangor. A field survey would have 
been ideal for this particular study. However, due to lack of time and 
finance, this was not possible. Nevertheless, the available data from 
the offices of the Farmers' Associations under review were sufficient 
to proceed with the analysis.
After careful consideration, it was decided that it was not possible 
to include all the Farmers' Associations under review in the study.
Again here, time and finance were the limitations. Under such circum­
stances, samples were used in the study.
In order to avoid bias and achieve maximum precision, it was 
decided that samples would be selected based on stratified random 
sampling. This sampling procedure ensured that members from each of 
the different Farmers' Associations were represented in the samples, 
thus helping to increase precision (Forman, 1968; Moser, 1969; Som,
1973).
Each individual Farmers' Association was taken as one stratum.
The number of samples selected from each Farmers' Association was 
based on the size of membership. A total sample of 177 ordinary members
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and 52 members of the Board of Directors were selected, based on the 
above sampling technique and the distribution is as shown by Table 4.1.
TABLE 4.1
DISTRIBUTION OF SIZE OF SAMPLES TAKEN 
ACCORDING TO FARMERS' ASSOCIATION
Name of 
Farmers' 
Association
Ordinary Members Members of the Board of Directors
Total NumberSampled Total
Number
Sampled
Tanjong Dua Belas 801 20 15 9
Sabak Bernam 2748 50 15 9
Tanjong Karang 2497 50 15 9
Beranang 612 14 15 9
Sepang 1066 25 15 7
Kelang 820 18 15 9
TOTAL 8544 177 90 52
The procedure for the estimation of mean and variance and the 
statistical test used in this chapter which concerns the comparison of 
two sample means is set out in Appendix I.
Using the statistical procedure outlined in Appendix I, comparisons 
are made between ordinary members and members of the Boards of 
Directors as to their farm acreage, their level of education, their 
position in society, their share contribution and their business 
participation. The first three comparisons are carried out to test the 
hypothesis that the members of the Boards of Directors of the Farmers' 
Associations comprise the larger and the better educated farmers and 
those who are currently holding other positions in the society. The 
other two are to check the characteristics of the Boards of Directors 
as to their share contribution and business participation.
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4.4 ANALYSIS AND RESULTS
Ordinary members of the Association are defined as members of the 
Association other than the members of the Board of Directors.
The Board of Directors is the governing body of the Farmers' 
Association. Acting as a group, it approves the appointment of a Manager 
and management staff by the Government, establishes the specific 
operating policies and supervises the management of the Farmers' 
Association. The Board of Directors comprises the elected representives 
of the members and is responsible to members for policies formu­
lated for the Farmers' Association.
With the broad powers entrusted to the Board of Directors, it is 
necessary that the elected Board of Directors be of a high calibre with 
a genuine sense of dedication towards the cause of co-operation and 
welfare of general members, with no self-interest motive. The wrong 
choice of Directors may lead to the downfall of the Farmers' Association. 
The following analysis has the purpose of highlighting some of the 
characteristics of both the ordinary members and members of the Boards of 
Directors of the Farmers' Association under study.
4.4.1 Farm size and type of farmer
The analysis revealed that 93.2 per cent of the ordinary members 
sampled are owner-operator farmers, while the balance of 6.8 per cent 
consists of tenant farmers. As for the members of the Boards of 
Directors sampled, they are all owner-operator farmers.
It is not possible to distinguish between farmers and non-farmers 
from data available. However, from discussions with the various Managers 
of the Farmers' Associations under review, there were indications that 
many non-farmers have become members of the Associations. The fact that 
they receive part of their income from the land makes them eligible to be 
members of the Association. Many of these people have managed to get
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themselves elected as members of the Board of Directors of the 
Association. From the author's own knowledge of the situation, about 
half of the members of the Boards of Directors of the Farmers' 
Associations under review are not strictly farmers. They are either 
village shop-keepers, teachers, small contractors or full-time 
politicians. There is thus a complex situation developing whereby an 
organization supposed to represent farmers is being controlled not 
only by the larger, better educated farmers and farmers of higher 
social position but also by non-farmers. This is an unsatisfactory 
situation because the views, opinions and decisions of these people 
might be in conflict with those of the farmers as a whole.
The problem is more complex in cases where the characteristics of 
having the larger and better educated farmers as leaders of the 
Associations developed due to the urging of the officials themselves. 
Farmers of this type have always been the favoured target of officials 
working among the rural communities because they are easy to deal 
with and their social status is not much different from the officials' 
social status. With these favoured positions and their own social 
placement, they are, from the viewpoint of these officials, excellent 
candidates for leadership of the Farmers' Associations. Such behaviour 
of officials is, of course, related to their lack of commitment to 
balanced rural development (section 6.4).
The average farm size operated by the ordinary members sampled in 
the study is 3.57 acres and the distribution of size of farms is as 
shown in Table 4.2. The average farm size is comparable to the average 
size of farms in the area under review, which is about 3.2 acres 
(Census of Agriculture, 1960).
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TABLE 4.2
DISTRIBUTION OF THE ORDINARY MEMBERS AND MEMBERS OF 
THE BOARDS OF DIRECTORS OF FARMERS' ASSOCIATIONS ACCORDING
TO THEIR FARM SIZE
Ordinary Members Members Board of
of the 
Directors
Number Percentage Number Percentage
V o II A h-1 31 17.5 - -
>1 £ 2 26 14.1 - -
>2 < 3 69 39.0 - -
> 3 ^ 4 7 4.0 - -
>4 <. 5 20 11.3 2 3.8
>5 <10 18 10.2 14 26.9
>10 6 3.9 36 69.3
TOTAL 177 100 52 100
It is the author's feeling that there is an under-estimation in 
the record of the number of farms and the farm-size owned by individual 
members of the Farmers' Association at the offices of the Farmers' 
Associations under review. It is the observation of the author that, 
in general, the members of the Farmers' Association at this stage are 
farmers with relatively larger sized farms than those in the community 
who have not yet joined the Association.
The average size of farm operated by the members of the Boards 
of Directors is 13.26 acres. The distribution of directors according 
to size of farm operated is summarised in Table 4.2, which shows that 
about 96 per cent of the members of the Boards of Directors sampled 
operate a farm greater than 5 acres, compared to about 86 per cent of 
ordinary members, who operate a farm of 5 acres or less. It is 
possible to infer from these figures that the Boards of Directors of
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Farmers' Associations are members who operate larger farms compared 
with ordinary members. This is confirmed by the statistical test 
performed as summarised in Table 4.3.
4.4.2 Level of education
The survey of the level of education of ordinary members revealed 
that there is a high literacy rate among the ordinary members of the 
Farmers' Associations. Only about 12 per cent of members sampled have 
no formal education. The majority of them have at least a few years of 
formal education and about 18 per cent of them have completed six or 
more years of schooling. This result is summarised in Table 4.4.
All the members of the Boards of Directors sampled have some formal 
education. About 86 per cent of them have finished primary school 
(6 years of formal education), and about 25 per cent of the total have 
more than 6 years of formal education. The fact that all the members of 
the Boards of Directors have some formal education suggests that 
communication and administrative machinery between the Board of 
Directors and management staff would be facilitated because of the 
ability of the members of the Boards of Directors to read and write.
It can be inferred from Table 4.4 that the members of the Board 
of Directors are members of the Association who have a higher level of 
education than the ordinary members.
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TABLE 4.4
DISTRIBUTION OF ORDINARY MEMBERS AND MEMBERS OF THE BOARDS OF 
DIRECTORS OF FARMERS' ASSOCIATIONS
ACCORDING TO THEIR LEVEL OF EDUCATION
Number of years 
of schooling
Ordinary Members Members of the Board of Directors
Number Percentage Number Percentage
0 21 11.9 - -
1 2 1.1 - -
2 18 10.2 - -
3 42 23.7 3 5.8
4 43 24.3 3 5.1
5 19 10.7 1 1.9
6 28 15.8 32 61.5
>6 4 2.3 13 25.0
4.4.2 The position of ordinary members in the society
Position in the society here is defined as any post other than that
in the Farmers' Association held by members. Many positions in the rural
areas are held by the same few individuals in the village. A study of
this position among the ordinary members sampled indicates that about
88 per cent of them are just ordinary citizens. About 12 per cent of
3them are members of village level committees, and one out of a total of 
177 members sampled is a member of a district level committee. The 
distribution is summarised in Table 4.5.
3. Committee here is defined as a governing body of any formal, 
semi-formal or informal organization.
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TABLE 4 . 5
DISTRIBUTION OF ORDINARY MEMBERS AND MEMBERS OF THE BOARDS OF 
DIRECTORS ACCORDING TO THEIR POSITION IN SOCIETY
P o s i t i o n  h e l d  i n  s o c i e t y
O r d i n a r y Members Members Board  o f
o f  t h e  
D i r e c t o r s
Number P e r c e n t a g e Number P e r c e n t a g e
O r d i n a r y  c i t i z e n 155 8 7 . 6 2 3 . 8
Com mi t tee  member
v i l l a g e  l e v e l  c o m m i t t e e 21 1 1 .9 16 3 0 . 8
C h a i rm an  l o c a l  c o m m i t t e e /  
t e a c h e r / r e l i g i o u s  l e a d e r /  
c o m m i t t e e  member d i s t r i c t  
l e v e l  c o m m i t t e e 1 0 . 5 29 5 5 . 8
P o s i t i o n  h i g h e r  t h a n  t h e
abov e
"
5 9 . 6
TOTAL SAMPLE 177 100 52 100
A n a l y s i n g  t h e  B oa rd  mem ber s '  o t h e r  p o s i t i o n s  i n  s o c i e t y  r e v e a l s  
t h a t  a l l  t h o s e  e l e c t e d  t o  t h e  Board  o f  D i r e c t o r s ,  e x c e p t  f o r  two a r e  
members who a r e  c u r r e n t l y  h o l d i n g  o t h e r  p o s i t i o n s  i n  s o c i e t y .  About  
87 p e r  c e n t  o f  them a r e  h o l d i n g  p o s t s  o f  some i m p o r t a n c e ,  a s  i n d i c a t e d  
by T a b l e  4 . 5 .  Abou t  10 p e r  c e n t  o f  them a r e  h o l d i n g  p o s i t i o n s  o f  
h i g h e r  i m p o r t a n c e ,  w h ic h  i n c l u d e  S t a t e  a s s e m b l y  men and a S e n a t o r .
I t  i s  i n t e r e s t i n g  t o  n o t e  t h a t  75 p e r  c e n t  o f  t h e s e  p o s i t i o n s  h e l d  a r e  
o f  a p o l i t i c a l  n a t u r e .  F u r t h e r  s t u d y  on t h e  i m p a c t  o f  t h e s e  t y p e s  o f  
l e a d e r s  on t h e  F a r m e r s '  A s s o c i a t i o n  movement w i l l  be  a b e n e f i c i a l  
c o n t r i b u t i o n  t o w a r d s  t h e  f u t u r e  s u c c e s s  o f  t h e  F a r m e r s '  A s s o c i a t i o n s .
I t  i s  o b v i o u s  f r o m  t h e  t a b l e  t h a t  t h e  members o f  t h e  B o a r d s  o f  
D i r e c t o r s  a r e  members o f  t h e  A s s o c i a t i o n  who a r e  p l a c e d  i n  a h i g h e r  
p o s i t i o n  i n  s o c i e t y  t h a n  t h e  o r d i n a r y  members .
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4.4.3 Share contribution
Members as a group own the Farmers’ Association. The individual 
member has an obligation to provide his share of the necessary capital. 
However, if all the capital cannot be raised in this way the individual 
member must bear his proportionate share of the added cost, resulting 
from paying interest on borrower capital.
The minimum share contribution by each member as laid down by 
Regulation is one share to the value of $5. Table 4.6 shows the 
distribution of ordinary members according to the number of capital shares 
purchased.
TABLE 4.6
DISTRIBUTION OF ORDINARY MEMBERS AND MEMBERS OF THE BOARDS OF 
DIRECTORS ACCORDING TO THE NUMBER OF $5 SHARES PURCHASED
Number of $5 
shares purchased
Ordinary Members Members of the Boards of Directors
Number Percentage Number Percentage
1 134 75.7 - -
2 - 4 41 23.2 6 11.5
5 - 8 2 1.1 15 28.8
9 - 1 2 - - 13 25.0
13 - 16 - - 4 7.7
17 - 20 - - 4 7.7
>20 - - 10 19.2
TOTAL SAMPLE 177 100 52 100
The major portion of ordinary members , consisting of about 76 per
cent, contributed only the minimum amount as laid down by regulation.
It would not be possible to tell from this study the reason for this 
particular characteristic. A number of possibilities exist, such as 
their unwillingness to risk their own funds, or their inability to spare 
the cash. Again, they may well meet only the minimum obligation in 
order to get access to the privileges of the Farmers' Association, 
normally in the form of subsidies, grants or cheap credit whilst they 
have no particular interest in the Farmers' Association as such.
The average value of share stock purchased by members of the 
Boards of Directors was found to be $68.88, this is ten times higher 
than the average value of shares purchased by an ordinary member which 
was found to be $6.77. Table 4.8 illustrates the distribution of Board 
members according to share stocks purchased. The majority of the Board 
members purchased more than eight shares each.
Using the data of both the members of the Boards of Directors and 
ordinary members of the Association a correlation coefficient between 
farm size and share contribution was calculated. A correlation 
coefficient of 0.53 existed between the two variables suggesting that 
there is a relationship between farm size and share contribution, however 
the relationship is not strong.
The principle of democratic control practised by the Farmers' 
Association means that each members is limited to only one vote regard­
less of the amount of share-stock a member holds. Arguing on this line, 
the higher number of shares purchased by members of the Boards of 
Directors does not entitle them to more votes in the Farmers' Association. 
In fact, it benefits the Association since it helps to build up capital 
and also to provide an example for the rest of the members to follow.
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Statistical comparison of the share contribution made by the 
ordinary members and members of the Board of Directors revealed that 
the members of the Board of Directors had a significantly higher share 
contribution per member than the ordinary members. The test is 
summarised in Table 4.7.
TABLE 4.8
DISTRIBUTION OF ORDINARY 
ACCORDING TO
MEMBERS AND MEMBERS OF 
THE VOLUME OF BUSINESS
THE BOARDS OF DIRECTORS 
PARTICIPATION
Volume of business 
in $
Ordinary Members Members of the Board of Directors
Number Percentage Number Percentage
0 44 24.8 - -
>0 £50 96 54.2 7 13.5
>50 £100 24 13.5 4 7.7
>100 £150 1 0.5 6 11.5
>150 £200 10 5.7 10 19.2
>200 2 1.3 25 48.1
TOTAL SAMPLE 177 100 52 100
4.4.4 Business participation
It is the obligation of members of the Association to patronise 
the Association’s business and services. Such members cannot expect 
non-members to patronise the Association before they do. This means 
that they must try to use all the services provided by the Association 
that fit in with their operations. Members join the Association for 
mutual benefit and maximum benefit can result only when each member 
provides maximum patronage.
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Analysing the record of business done by the chosen sample of 
177 ordinary members for the year 1972, it is revealed that 25 per 
cent of the them did not participate at all in any of the business 
activities of the Farmers’ Association. The major portion (54.2 per 
cent of the total) of those participating in business activities did 
so with an annual business volume of only up to $50. Only about 21 per 
cent of those sampled were doing business with the Farmers' Associations 
above $50 annually.
In contrast to the ordinary members, the majority (about 87 per 
cent) of the members of the Board of Directors did business with the 
Association at a level above $50. The distribution of the members of 
the Board of Directors according to the volume of business participation 
is shown in Table 4.8.
The average rate of business participation of the Board of 
Directors was comparatively much higher than that of the ordinary 
members. It was found that the average amount of business done by 
Board members with the Farmers’ Association is $229.9, compared with 
that of ordinary members, which averages out to $29.20.
Here again, the principle of democratic control practised by the 
Farmers' Association does not allow extra voting rights for higher 
patronage. As such, the higher patronage provided by the Board of 
Directors did not entitle them to extra power to control the co­
operatives. However, it is to their benefit to do more business with 
the Association and also to the benefit of the Association having 
such patrons.
It was estimated that of those doing business with the Farmers’ 
Association, about 75 per cent of them were doing it because of the 
cheap fertiliser and weedicide distributed by the Farmers' Associations
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under the Government fertiliser subsidy scheme (discussion, 1972). One 
implication which can be drawn from this is that the Farmers' Association 
business activities may decline sharply with the withdrawal of the 
Government-entrusted service, as seen in agricultural co-operatives in 
other countries (section 3.2.5).
The successful development of the Farmers' Association in Taiwan 
and of the agricultural co-operatives in Japan was due to active 
Government encouragement and their involvement in Government-entrusted 
services (Kwoh, 1966; Hoynden, 1962). These activities have economically 
strengthened the Farmers' Association of Taiwan and the Agricultural 
Co-operatives of Japan and have made them better able to provide 
services to their members in other fields. From experiences in Japan 
and Taiwan and confirmed by previous evidence, it would seem that for the 
Farmers' Association to be economically strong it needs positive govern­
ment support.
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CHAPTER 5
SOURCES AND USES OF FUNDS OF FARMERS' ASSOCIATIONS
UNDER REVIEW
5.1 INTRODUCTION
Apart from the management problem discussed in the last chapter, 
it is the intention of this thesis to undertake a study of some 
aspects of the financing of Farmers' Associations. In many developing 
countries it has been said that the development of agricultural co­
operatives was hampered by a lack of funds and capital to support its 
activities. This chapter attempts to analyse the sources and uses of 
the funds of the Farmers' Associations with a view to accepting or 
rejecting the following hypotheses:
(i) That Farmers' Associations depend heavily on 
external sources of funds to finance their 
activities;
(ii) That the Government is the major external 
source of finance for the Associations;
(iii) That the Farmers' Associations efficiently 
use their equity capital made available to 
them.
5.2 DATA AND METHODOLOGY
For the purpose of this study, data was compiled from balance sheets 
and profit and loss statements of six Farmers' Associations in Selangor 
(section 4.2; Table 4.1) for the years 1969, 1970, 1971, 1972 and 1973. 
The analysis was performed on the aggregate figures for the six Farmers'
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Associations for the years 1971, 1972 and 1973. However, for the years 
1969 and 1970 the number of Farmers' Associations used were two and 
three respectively.
The variability in values of variables under study from one Farmers' 
Association to another, necessitates statistical comparison to prove a 
point. In such cases, cross-sectional data for the six individual 
Farmers' Associations would be used. The statistical procedure used in 
this chapter involves the test of population difference between two 
measures of each variable and is outlined in Appendix II.
This chapter first discusses the theory of co-operative financing 
and then proceeds with the above analysis. It closes by summarising the 
findings and discussing their implications.
5.3 CO-OPERATIVE FINANCING
Sources of funds for any business organisation can be broadly 
divided into equity capital and creditor capital. Equity capital is 
that supplied by owners as basic investment to make the operation of a 
business organisation possible. It is an ownership or risk capital.
The supplier is part owner of the organisation and shares the risk of 
sustaining a loss, or shares in the benefit or gain realised. Creditor 
capital is made available other than on ownership basis. It is 
actually loaned money and must be repaid.
The financing of co-operatives follows this principle with equity 
capital raised from members and creditor capital raised from external 
sources. The basic difference of co-operative capital from that of a 
private business organisation is that the volume of equity capital does 
not determine the voting rights of the subscriber and there is a limit
to its return.
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5.3.1 Co-operative and equity capital
Equity capital consists of share stock, reserves and unallocated 
surplus. At the initial stage, equity capital consists only of share 
stock. However, after the first year of operation the other forms of 
equity capital mentioned above build up.
The ability of a co-operative to raise equity capital in developing 
countries is often limited due to the financial situation of its members, 
as well as the viability of the co-operative (McGrath, 1969). Agrawal 
(1965) in concluding his study on Malayan Co-operatives said that the 
time is far off when a rural co-operative can fulfil the objective of 
raising funds from its own members to be used by other members for 
production and other purposes. Studies in other countries reveal the 
same problem of this limited capacity of members of co-operatives in 
raising equity capital (McGrath, 1969; Singh, 1970; Digby, 1970). It 
is the intention of this study to look into this aspect of the problem 
with respect to the Farmers’ Associations.
(a) Share stock as a source of equity capital
Members of a co-operative are, by regulation, obliged to purchase 
a certain minimum number of shares, to become a fully-fledged member of 
the co-operative. The principles of one man, one vote and limited 
returns on capital adhered to by a co-operative, can act as a disincentive 
for members to contribute over and above the minimum share contribution. 
This is especially so in cases where members have not understood fully 
the concept of a co-operative and do not know of other benefits which 
can accrue to them as members. According to Maddock (1969), members’ 
share capital is a relatively minor source of capital in many organiz­
ations including the co-operatives. He suggested that share capital in 
co-operatives can be increased substantially over and above the minimum 
obligatory amount by requiring member patrons to increase their share 
capital according to the proportion of business they conduct through the
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co-operatives. This can be made through a percentage levy on business 
done with the co-operatives. According to Roy (1969), this method was 
found to be a very practical way of increasing the share capital of 
co-operatives.
In the Farmers' Associations in Malaysia, the minimum amount of 
shares to be subscribed by a member is one share of $5. Results of the 
analysis in Chapter 4 indicate that in Farmers' Associations under 
review, the majority of the ordinary members of the Association 
contributed only the minimum amount.
(b) Reserve funds as a source of equity capital
Reserve funds are created by legislation in which a proportion is 
set aside from the previous years' net surplus. According to Roy (1969), 
it serves as an insurance against future losses, it is used to meet 
definite obligations and also it is a method of increasing the operating 
capital of a co-operative.
The amount of equity funds raised through the Reserve Funds depends 
very much on the performance and the policy of the co-operative. It can 
be substantial if the co-operative has been functioning successfully the 
previous year. The build-up of equity capital through Reserve Funds can 
also be accelerated through a policy of setting aside an extra proportion 
of surplus for the Reserve Fund, over and above the minimum set by 
regulation. The Rural Co-operative Societies in Malaysia are required, 
by regulation, to set aside at least one quarter of the annual profit for 
Reserve Funds (Malaysia, 1948).^ The Malaysian Farmers' Associations 
have similar requirements. While most of the rural co-operative
1. Sections 16 and 17 of the Co-operative Societies Rules, 1948.
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societies were only setting aside the minimum amount as required by 
regulation, the Farmers' Associations were encouraged to set aside 
45 per cent of their annual surplus to Reserve Funds. By 1972, most 
of the Farmers' Associations had adopted this policy.
The reason behind this policy is not only to accelerate the build­
up of reserves but also to reduce the net surplus due for distribution 
for welfare funds, education funds and dividends. This reduction is to 
take care of part of the cost of staffing and facilities which, at 
present, are being paid for by the Government (discussion, 1972).
Deferring the allocated net surplus as dividends and patronage 
refund also helps to boost equity capital. This policy has also been 
adopted in some Farmers' Associations.
(c) Creditor capital
Roy (1969) advocated that a co-operative should initially raise at 
least 50 per cent of its fixed capital and should provide all operating 
capital needed at its lowest point in business volume. However, as 
mentioned earlier, raising of capital from members is a problem, 
especially in developing countries, consequently the co-operative has 
to turn to external sources as an alternative. External sources of 
credit can be categorised into Government and non-Government sources.
According to Maddock (1969) , the provision of extra financing of 
co-operatives often falls on the shoulders of the Government. Drake 
(1966), in his study of Malaysian co-operatives, revealed that while 
the urban co-operatives were self-sufficient in funds and were, in fact, 
able to invest part of their funds, the rural co-operatives had to depend 
for a substantial part of their operating capital on funds injected by 
the Government. Funds from the Government can be extended to 
co-operatives in the form of a direct grant, a loan on favoured terms, 
or as Government participation as a shareholder.
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The other external sources of funds available are non-Government 
sources which include commercial banks, suppliers, traders and private 
individuals. To obtain funds from these sources, the co-operative must 
have a good credit rating or offer the same competitive returns on 
capital as other alternative investments because these sources of funds 
are from profit-motivated institutions or individuals. They would not 
invest or loan their capital if they were not sure of the viability of 
the project, or if the organisation is not creditworthy, or if the 
investment does not bring in competitive returns.
For a supply and marketing co-operative, trade credit is an 
important source of external finance. The supplier or manufacturer will 
be the creditor in supply co-operatives, while in marketing co-operatives, 
the patrons themselves are the creditors.
Having discussed some of the theoretical aspects of the subject, 
we will now turn to the analytical part of the chapter.
5.A ANALYSIS AND RESULTS 
5.4.1 Source of funds
The sources of funds were divided into two: namely the equity
capital and creditor capital. The average figure for the Farmers’ 
Associations under review, as shown in Table 5.1 indicate that at the 
initial period, equity capital occupies a substantial portion of 
total funds used. In 1969 and 1970, the proportion of equity capital 
to total funds used was 77.3 and 60.7 respectively. However, from 1971 
onwards, the proportion of equity capital to total funds was reduced 
to below 50 per cent. The major role of financing the Associations 
has thus been taken up by creditors’ capital, which formed about 54.4 
per cent of the total funds used in 1971, 60.6 per cent in 1972 and 56.8 
per cent in 1973.
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TABLE 5.1
AVERAGE EQUITY, CREDITORS’ AND TOTAL CAPITAL OF FARMERS' 
ASSOCIATIONS UNDER REVIEW FOR THE YEARS 1969 TO 19 73*
Value in dollars
Source of funds 1969 1970 1971 1972 1973
$ $ $ $ $
Equity capital 14,983 45,833 73,492 113,101 180,085
Creditors' capital 4,400 39,718 87,530 174,256 236,813
TOTAL CAPITAL 19,373 75,551 161,022 287,357 416,898
(2)** (3) (6) (6) (6)
* For further details refer Appendix IV, V, VI , VII
and VIII.
** Sample size
It is not possible to conclude from these figures that creditors' 
capital is really more important than equity capital except at the end 
of the financial year. More detailed study is necessary to examine the 
flow of creditors' capital throughout the year.
In absolute value there is an increase both in average equity and 
creditors' capital of the Farmers' Associations under review for the 
period 1969 to 1973.
Looking at the trend of increase of equity capital and creditors'
capital for the years 1971 to 1973, one can see that there is some
tendency towards an increase in the use of creditors' capital by the
Farmers' Associations. The trend is calculated with 1971 as the base 
2year and is shown in Table 5.2.
2. 1971 was chosen as the base year because all the six Farmers'
Associations were fully operational in that year.
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TABLE 5.2
EQUITY, CREDITORS' AND TOTAL CAPITAL TREND 
RATIOS* WITH 1971 AS THE BASE YEAR
Source of funds
Trend ratio with 1971 
as the base year
1971 1972 1973
Equity capital 100 154 245
Creditors' capital 100 199 271
TOTAL FUND 100 178 259
* Trend ratio is the ratio of the succeeding 
year to that of the base year of the 
characteristics under study, multiplied by 
100.
It is not possible to test this trend statistically because of the 
limited number of observations. It does appear, however, that the 
Farmers' Associations will be depending more on creditors' capital in 
the future.
A closer look was taken at the contribution of equity and 
creditors' capital for the year 1973 for all the six individual Farmers' 
Associations. A statistical comparison was made between the contribution 
of equity and creditors' capital, using these values and the test is 
summarised in Table 5.3.
As indicated in Table 5.3, there is no significant difference 
between the contributions made by equity and creditors' capital. Even 
though the test concludes that there is no significant difference 
between the contribution of equity and creditors' capital, indications 
mentioned earlier, however, have shown that there is an increasing trend 
in the dependency of creditors' capital by the Farmers' Associations, 
thus suggesting that in future the contributions made by the creditors' 
capital could be of higher value than that of equity capital.
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TABLE 5.3
COMPARISON BETWEEN THE CONTRIBUTION OF EQUITY AND CREDITORS' 
CAPITAL OF FARMERS' ASSOCIATIONS FOR THE YEAR 1973
N1 d2 Sd3 Observed 't' Significant Not significant
6 56,727.83 90,035.1 1.41 Not significant
1. N is the number of observations.
2. d is the mean of difference of the two measures.
3. Sd is the standard deviation.
Sources of equity capital in Farmers' Associations consist of 
share stocks, reserves and unallocated surplus. Share stocks, as a 
source of equity capital have been small and the proportion has 
remained below 15 per cent (see Table 5.4). In absolute values, 
however, it has increased. This is due to an increase in total 
membership of Farmers' Associations under review and at the same time, 
to an increase in the average value of shares contributed per member 
as shown by Table 5.5.
Previous surplus consisting of reserves and unallocated surplus 
is the main source of equity capital. This source has been maintained 
above 75 per cent through the five years, 1969 to 1973.
From the trend ratio in Table 5.6, it is revealed that there is an 
increasing trend in both the share stocks and previous surplus as the 
source of equity capital. The rate of increase in the trend of both 
the items is nearly the same, indicating that the contribution of share 
stocks and previous surplus to equity capital remains at the present
proportion.
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TABLE 5.5
CUMULATIVE TOTAL MEMBERSHIP, VALUE OF SHARE STOCKS AND 
AVERAGE VALUE OF SHARE PER MEMBER, OF FARMERS' ASSOCIATIONS
UNDER REVIEW
Year Total Membership
Total value 
of share stock 
(in dollars)
Average value 
of share stock 
per member 
(in dollars)
1969 655 7,035 10.7
1970 2,122 16,660 7.85
1971 5,901 49,045 8.31
1972 8,104 90,245 11.14
1973 9,253 120,900 13.07
Turning next to creditors' capital, the following have been the 
main sources: the Government, traders (suppliers and manufacturers)
and members. Their contributions are as shown in Table 5.7. Credit 
from suppliers and manufacturers form the largest proportion in all the 
years under review. In 1971, it went up as high as 83.4 per cent of 
total creditors' capital. Farmer members themselves provide trade 
credit to the Association when they marketed their goods, which was 
done mostly on a consignment basis. Their contributions were the 
second highest in 1973.
It was initially expected that the savings section of the Associations 
would be able to draw sufficient funds from the rural community to assist 
in financing the Association. However, this has not been realised.
The program was initiated only in 1972 and its contribution has been 
negligible, as seen in Table 5.6. In the rural areas of Selangor, 
there already existed a number of savings institutions, namely, the 
Post Office Savings Bank, Pilgrimage Savings Corporation, the Rural 
Credit Co-operative Society and some commercial banks. The Farmers'
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Association had to compete with these already-developed and long-standing 
institutions for its share of farmers' savings. Assuming that there were 
excess funds to be harnessed, the Farmers' Associations had to offer 
better service and incentives in order to attract this money. The 
interest rate offered by the Associations for savings deposits was 
comparable with that of other institutions and stood between 4 and 5 per 
cent.
TABLE 5.6
EQUITY CAPITAL TREND RATIO FOR THE YEARS 1971-1973 
(Base year 1971 = 100)
Source of equity capital
Trend ratio with 1971 as the base year
1971 1972 1973
Shares 100 184.0 246.5
Previous surplus 100 150.1 244.9
Looking at the trend ratio of the main source of creditors' funds 
it is seen that the trade credit from suppliers, manufacturers and 
farmers has been increasing at a steady rate whereas that of the Govern­
ment fluctuates. There is thus an indication that the role of trade 
credit is likely to remain the major source of external finance for the 
Association (see Table 5.8).
The variability in values of contributions of the Government, 
suppliers and members to creditors' capital, from one Farmers' Association 
to another, in the sample, necessitates a statistical comparison to 
compare the contribution made by Government and non-Government sources, 
as well as between traders and farmers (section 5.2).
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Taking 1973 cross-sectional data, a statistical comparison was 
made between the Government and non-Government sources, as well as a 
comparison between the traders (consisting of suppliers and manu­
facturers) and farmers as suppliers of trade credit. Results of the 
former suggest that the major contributor of external sources of funds 
has been the non-Government sources. The test is summarised in Table 
5.9.
TABLE 5.9
COMPARISON BETWEEN GOVERNMENT AND NON-GOVERNMENT SOURCES
OF FINANCE OF FARMERS' ASSOCIATIONS FOR THE YEAR 1973
N1 d2 3 Sd^ Observed 't' Significantlevel
6 150,853.8 87,574.5 3.05 *
* Significant at 95 per cent level.
1. N is the number of observations.
2. d is the mean of difference of the 
two measures.
3. Sd is the standard deviation.
The test thus has rejected the belief that the Government has been the 
major source of finance of the business activities of the Farmers' 
Associations. The evidence has pointed out that the non-Government 
source has been the major contributor of the external finance of the 
Farmers' Associations.
The second statistical comparison revealed that traders are the 
major contributors of non-government sources of finance. Table 5.10 
summarises the results of the test performed.
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TABLE 5.10
COMPARISON BETWEEN TRADERS AND FARMERS AS A SOURCE OF 
EXTERNAL FINANCE FOR FARMERS’ ASSOCIATIONS UNDER REVIEW, 1973
H1 a2 Sd3 Observed 't' level Significant level
6 124,904.67 109,439.28 2.55 *
* Significant at 95 per cent level.
1. N is the number of observations.
2. d is the mean of the difference of the 
two measures.
3. Sd is the standard deviation.
It is interesting to note that there is a close relationship 
between the growth of equity capital and the growth of traders’ credit 
to the Association. In order to extend greater amounts of credit one 
of the considerations given by the creditors is the strength and trend 
of equity capital. A correlation coefficient of .9961 existed between 
the two variables suggesting that the growth of traders' credit is closely 
linked to the growth of equity capital.
5.4.2 Uses of funds
Uses of the funds of the Farmers' Association can be divided into 
long term fixed uses and current uses. Long term uses of funds are 
mostly for land, buildings and machinery. This is both for capital 
investment and depreciation. Current uses of funds are mostly for 
financing business as well as operational needs of the Associations.
The analyses revealed that the long term fixed uses are only a 
small proportion of the total funds used. This is shown by Table 5.11.
TA
BL
E 
5.
11
78
co
I"'
(TrH
O  /-V O  rH CMr LT)rH ^  CM
cr ✓—\c r  c tvO
•> <rLO (T
<t  ^
CO
(T(T ~^s00 O  r O  CD rH rH ^
CO
e'­errH
O
H
cr SSMO O  
CT I— I rH H
c* M  CO CJQ  O  Z  CO 
p  CO E  <3
C/3
(Uoco3
4-130)u
3<U
(X
CO
§  I—I 
H  
<  M  
O O  
CO
CO
w
COp
COPi
<P
Pi
wPH
CO
wp
3
>
w
o
2
w>
<c
3•H
<U
303
C/3
•3
CU
M
u
03
3
40
3
•H
C/3CU
3300•HP
CU
0003
■M
cCU
o
3<U
p
X)
c03
cn
303PP
O
X
3•H
C/3XI3
34H
4H
O
<U
3P03>
CM
CTP
P
e'­
erp
o
CTP
O n
MO
CT
P
r~- /—so  ooin
* VO
CT 'P
r -  /—sr-- cO
O •> incr
CT /— >
<r cm 
00
*> CO
r- c t 
vD — *
CM
cO /—v
mi- <r
CT
•*P  (Tv 
in ' 
p
Or- P  
00•v in 
P  (T r- w
cDin ✓—sco o r o r- p  00 c-'Pel
CO
CM /— \
O  O  
- O  
P  P  vD ' P
Pm /*—\ m o » o in pr- w
co00 /-«s
CO o « oCT P  P  w
£ C/3
X
33
P
Po
<U
CO
C/3CU
C/33
B(U4-1
oc
3O
P
C/3
CU
C/33
4-13
<U3
33
CJ
3H
OH
79
The absolute value increases with time; however, as a percentage 
of the total it has remained fairly constant between 5 and 7 per cent.
It is not surprising that this value has been relatively small, since 
the Government provides most of these facilities to the Farmers' 
Associations either in terms of low rental or free occupation (section 
2.3). It would not be possible from data available to quantify this 
part of the Government contribution. However, from the author's own 
experience, if this contribution is valued at market rates, the value 
of long term fixed uses could be as high as 20 per cent.
The current uses of capital can be broadly categorised into three 
items:
(i) Short term financial assets.
(ii) Receivables.
(iii) Stocks.
Short term financial assets include cash, money in banks, promissory 
notes and fixed deposits. Receivables are mainly trade credit receiv­
ables and production credit receivables. Stocks include supply and 
marketing items temporarily held by the Associations.
As seen from Table 5.12, the current uses of capital are 
concentrated on receivables.
The proportion of receivables to total current uses of capital 
has been steadily increasing to 61.3 per cent of total current uses in 
1973. This is also true of stocks, but the proportion of short term 
financial assets has declined from 46.0 per cent to about 13.4 per cent 
of total current uses of funds in 1973. Looking at the trend ratio for 
the years 1971 to 1973, an increasing trend is established with the 
increase of stocks being the highest, followed by receivables, and that 
of short term financial assets being the least, as seen in Table 5.13.
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TABLE 5.13
TREND RATIOS OF CURRENT USES OF FUNDS, 1971 - 1973 
(Base year 1971)
Current uses of funds
Trend ratios 
for the period 1971-•1973
1971 1972 1973
Short term financial assets 100 165.8 124.0
Receivables 100 187.0 296.0
Stocks 100 161.0 367.0
This increasing trend in receivables and stocks affects the 
liquidity position of the Association and can be unfavourable if the 
trend is accompanied by decreasing sales or increasing sales, but at a 
slower rate than the increasing trend of receivables and stocks. This 
situation if continued, could develop into an over-investment in stocks. 
It could also reflect an ineffective credit collection.
A closer look at sales volume and sales trend, as seen in Table 
5.14, points to the increasing trend of sales volume. However, the 
increasing trend is not moving as fast as that of receivables and stocks. 
In the Farmers' Associations under review, it was observed that there 
were items which had not been sold for a number of seasons. These 
included fertilizer, weedicide and equipment. Some of these were 
expensive items and should have only been purchased if buyers for those 
items were assured. In some of these Farmers' Associations, there has 
been an over-estimate of their members' requirements, resulting in a
3. A season is a period of about 6 months.
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TABLE 5.14
AVERAGE GROSS SALES VALUE AND TREND RATIOS OF AVERAGE 
GROSS SALES OF FARMERS' ASSOCIATIONS, 1971 - 1973 
(1971 is taken as the base year)
Items
Value of sales 
and
at the end of 
trend ratio
the year
1971 1972 1973
Gross sales 181,274 255,690 457,863
Trend ratio 100 141 252
carryover of goods from season to season. In others, it was observed 
that managements were stocking their Associations with goods which were 
not popular among their members, but because of the good grade discount 
given. In some, these goods had been traded because of the close 
association between the trade representatives and the management staff.
It was also observed that in some Farmers' Associations, the initiative 
of the management staff in sales work was not satisfactory. This 
could have been due to their lack of interest in the new undertaking 
that they had been assigned to, which entailed more work without 
incentives. The cases cited help to explain the slower growth in sales 
volume compared to the increase in stocks and receivables (section 6.4).
Receivables of the Farmers' Associations can be distinguished 
between two categories, as mentioned earlier. They are trade credit 
receivables and production credit receivables. Trade credit is the 
ordinary credit extended to the various agents and small agricultural 
units involved in the supply and marketing services. This type of credit 
facility extended by Farmers' Associations is normally of one month's 
duration and the credit limit depends on the creditworthiness of the agent.
Production loan is the credit extended by the credit section of the 
Farmers' Association and as the name implies, is used for production 
purposes. Most loans are of a short term nature consisting of one 
season.
The trade credit has been of a higher proportion of total fund 
use than production loans for all the periods under review. However, 
a close look at the trend ratio indicates that there has been a larger 
increase in the trend of production credit receivables than in trade 
credit receivables (see Table 5.15).
TABLE 5.15
AVERAGE VALUE OF TRADE AND PRODUCTION CREDIT STANDING AT THE END
OF THE YEAR, 1971 - 1973
(Figures in brackets show trend ratio with 1971 as the base year)
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Items of receivables
Value of 
and trend
credit in 
ratios in
dollars
brackets
1971 1972 1973
Trade credit receivables 58,064 102,382 167,968
(100) (176.3) (289.3)
Production credit 
receivables
23,820
(100)
50,607
(212.5)
74,418
(312.4)
This increase in production credit receivables may have resulted 
from an expansion of production credit, an ineffective production credit 
collection, or both situations occurring together. In the Farmers' 
Associations under review, there is an indication of an increasing volume 
of production credit, as shown in Table 5.16.
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TABLE 5.16
AVERAGE PRODUCTION LOAN EXTENDED AND AVERAGE AMOUNT OUTSTANDING 
AT THE END OF THE YEAR FOR THE FARMERS’ ASSOCIATIONS UNDER REVIEW,
1971 - 1973
Item
Value in dollars at the end of 
and trend ratio
the year
1971 1972 1973
Volume of production 
credit extended
70,351 119,265 179,087
Trend ratio 100 169.5 254.6
Volume of production 
loans outstanding 23,820 50,607 74,418
Trend ratio 100 212.4 312.4
At the same time, the trend ratio of the volume of production loans 
outstanding is higher than the trend ratio of the volume of production 
credit extended, suggesting that there is an increasing trend of bad 
debts. In 1971, there was no allowance for bad debts recorded.
However, in 1972, there was about 2 per cent and in 1973, about 3.5 per 
cent of total production loans was set as the allowance for bad debts. 
Thus, the evidence so far has pointed to the fact that the increasing 
trend in receivables has partly been caused by an increase in 
production and trade credit as well as due to poor performance in credit 
collection, as the evidence has shown.
It must be stressed here that more concrete evidence is necessary 
before making any definite conclusions and putting up a recommendation. 
The variability and the seasonal pattern of the agricultural system 
needs to be taken into account. Seasons do not coincide with the 
financial year (in this case the financial year is the same as the
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calendar year). This is particularly so of rice crops. Farmers’ 
Associations in the rice areas normally have receivables and stocks
about their highest at the end of December. This is because the
repayment period, which is normally in February/March, is yet to come. 
There is also a stocking up of inputs such as fertiliser and insecticide 
to take care of the next season’s demand which will start at the same 
time as the repayment period. The writer was also told that at the end
of 1972 and 1973, there were a number of purchases of stocks to take
advantage of contract prices which expire at the end of the year 
(discussion, 1973). In times of increasing prices, as in 1972 and 
1973, this practice brought benefits to the organization.
Part of the increase in receivables was justified by the increase 
in the economic activity of the Associations, possibly due to an increase 
in membership (Table 5.5). However, this development was accompanied 
by poor performance in credit collection as the evidence has shown.
This poor performance in credit collection has been observed in all 
the Farmers' Associations under review. Few reasons have been suggested 
for this unfavourable situation developing. One was the lack of 
flexibility in collection arrangements. Due to staff shortages, it 
was required that the repayment for production credit extended be made 
in cash and there is a specified time for the payment to be made 
(section 6.4). This arrangement was not convenient to some members, thus 
leading to some default. Another reason suggested was the attitude of 
the borrowers themselves. They viewed the Farmers' Associations as 
Government organizations and from their previous knowledge there was no 
serious repercussion of any default on repayment of loan with a Govern­
ment organization. Thus, people with this attitude took their time in 
repaying any loan extended to them. This group also included those 
involved in supply and marketing services in which trade credit was
extended to them.
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Evidence available also suggests that there was a reduction in the 
liquidity position of the Association (discussion, 1972). This has been 
observed in most of the Associations under review. In fact, two of them 
had to arrange for advances to be provided to them in 1972 to meet the 
normal operational expenses. This situation developed due to overstock­
ing of the Association, coupled with too liberal a policy in trade and 
production credit undertaken by the management staffs. There had also 
been an over-estimation of loan repayment. This problem of the liquidity 
position can be embarrassing and can also lead to liquidation by the 
creditors.
The result of the analysis thus suggests that the Associations under 
review, on their present trends, are moving towards an unfavourable 
situation which, if allowed to continue, could hamper the future 
development of the Associations.
45.4.3 Rates of return
The rate of return of funds employed is a measure of efficiency in 
the use of funds. It helps to indicate whether profitability is high 
enough in relation to the resources employed, thus throwing light on 
whether the fund is efficiently used or not. With respect to this thesis, 
rates of return on equity capital will be calculated. To test the 
hypothesis that the capital was efficiently used, the rates of return 
calculated were compared with those of the prevailing interest rates 
in the country for that particular year.
4. Rate is calculated based on net profit:
, Net profit, x 100Rate of return on equity capital^ - __________ i______
Equity capital^
_ . . . j Net profit, x 100Average rate of return on equity capital = l___________ i______Z Equity capital^
For Farmers' Association i (i = 1, 6)
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The term 'efficiently utilised' in this context is used if the 
rate of return is above the prevailing rate of interest. It had been 
observed in many rural co-operative societies in Malaysia that their 
rate of return on equity capital has been well below the prevailing 
interest rate. Correspondingly, the term 'not efficiently utilised' 
is used in situations where the rate of return on capital is below the 
prevailing interest rate.
Table 5.17 shows the individual as well as the average rate of 
return on equity capital of the Associations under review.
TABLE 5.17
RATE OF RETURN ON EQUITY CAPITAL OF INDIVIDUAL FARMERS' ASSOCIATIONS 
UNDER REVIEW FOR THE YEARS 1969 - 1973
Farmers' Association
Year and value in percentage
1969 1970 1971 1972 1973
Tanjong Dua Belas 63.5 50.4 61.4 24.3 7.6
Sabak Bernam 49.7 65.6 54.2 46.2 29.1
Tanjong Karang - 79.2 48.9 17.3 27.1
Beranang - - 22.4 17.28 29.6
Sepang - - 94.8 43.7 26.1
Kelang - - 83.3 52.0 42.1
Average rate of return 53.1 68.3 62.7 38.5 28.4
There is a general decline in the rate of return on equity capital
in all the Farmers' Associations under review except for Beranang. The
average rate of return on equity capital also declined over time.
The high rate of return in t:he early period was attributed to the
nature of business undertaken at that time. In that period the type of
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business was limited to consignment services, acting as an agent for 
suppliers and the Government. At the same time, the equity capital 
available to the Associations was relatively small. This consignment 
service business brings in relatively good profits in relation to 
capital used. Beranang Farmers’ Association (the smallest Association 
in the sample) has been able to maintain a steady level of rate of 
return on equity capital because it has not extended its operation into 
activities other than consignment services. The consignment service is 
limited in its capacity and does not meet all the needs of the members. 
The Associations thus undertook activities other than consignment 
services, which are relatively of lower profitability than the consign­
ment service. This has been said to be one of the reasons for the 
declining trend.
It has also been suggested that the decline in the rate of return 
in the Farmers' Associations may be the deliberate result of the policy 
of the Association itself. Being an organisation following co-operative 
principles (section 2.2) it is not profit-motivated but stresses more the 
membership welfare. On this line of argument, the Associations might 
be following a policy which sets a rate of return just high enough to 
cover the cost of capital and passing the rest to the members in the 
form of lower costs.
It is necessary to find the real cause of this decline. If 
inefficiency in the system is the cause, then detailed investigations 
should follow to expose the nature of the problems and to suggest ways 
to overcome them. If the decline is allowed to continue, it might reach 
a point where this rate of return will be below the prevailing rate of 
interest or even negative, and this situation is not conducive to the 
development of the Farmers' Associations.
89
The rates of return for the year 1973 for the six Farmers' 
Associations were calculated and a statistical test was performed to 
determine whether their mean rate is greater than the prevailing rates 
of interest. The results of the test are summarised in Table 5.18.
TABLE 5.18
COMPARISON OF THE RATE OF RETURN OF EQUITY CAPITAL WITH 
THE PREVAILING RATE OF INTEREST,4 FOR THE YEAR 1973
N1 x2 Sd3 Observed 1t' value Significant level
6 26.74 11.13 3.76 *
* Significant at 99.5 per cent level.
1. N is the number of observations.
2. X is the mean of the observation.
3. Sd is the standard deviation.
4. The interest rate was taken at 8 per cent.
The rate of return of equity capital was found to be statistically 
higher than the existing rate of interest. In fact, it is significant 
up to about 16 per cent rate of interest, indicating that the rate of 
equity capital is high above the prevailing rate of interest, thus con­
firming the belief that the equity capital is efficiently utilised in 
terms of its rate of return.
It must be noted, however, that the rate of return discussed here 
is not the true rate of return. This is because of the omission of the 
value of Government contributions valued at market price in calculating 
the rate of return. As mentioned earlier (section 2.3), the cost of 
staffing the Associations, the cost of the use of facilities such as
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office space, office equipment, agricultural machinery and equipment 
and, to some extent, the cost of transport, are borne by the Government. 
In calculating the true rate of return, these various costs should have 
been included.
It was not possible to get the exact amount spent on each Farmers' 
Association; however, it was possible to get an average expenditure 
per Farmers' Association for the year 1973, which amounted to $38,783.
It is quite valid to use this average figure because the difference in 
Government contribution from one Farmers' Association to another is 
small (discussion, 1972). Using this average figure as cost to each 
Farmers' Association, the rate of return on equity for each Farmers' 
Association was calculated and is summarised in Table 5.19.
TABLE 5.19
UNADJUSTED AND ADJUSTED RATE OF RETURN ON EQUITY CAPITAL FOR 1973 OF 
INDIVIDUAL FARMERS' ASSOCIATIONS UNDER REVIEW
Farmers' Association
*Unadjusted 
Rate of Return
**Adj usted 
Rate of Return
Tanjong Dua Belas 7.6 -44.2
Sabak Bernam 29.1 21.3
Tanjong Karang 27.1 3.7
Beranang 29.6 -78.1
Sepang 26.1 2.2
Kelang 42.1 10.1
* Unadjusted rate of return refers to rate of 
return where government contribution has not 
been included in the calculation.
** Adjusted rate of return refers to rate of
return where government contribution has been 
included in the calculation.
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There is a sharp drop in the rate of return when the Government 
contribution is valued and included in the calculation as seen from 
Table 5.19. Two of the Farmers' Associations even have negative rates 
of return suggesting that their existence is dependent on the Government 
contribution. The rest hardly survive on their own except for Sabak 
Bemam Farmers' Association which has a rate of return to equity capital 
above the prevailing rate of interest. This particular Farmers'
Association is a large Association with 2,748 members and $1,088,027 
business turnover, whereas Beranang, which has a highly negative rate of 
return, is comparatively a smaller Association with a membership of 612 
and a business turnover of $78,164 in 1973. Even though the unadjusted 
rate of return on equity capital is approximately the same, however, the 
absolute value of net profit is very much higher for Sabak Bernam 
($200,146) than that of Beranang ($10,962). The value of imputed 
Government contribution thus is a small proportion of the total profit 
for Sabak Bernam Farmers' Association, but it exceeds the amount of net 
profit made by Beranang Farmers' Association, thus the big difference 
in the change of rate of return in both the Associations.
It is not possible in this thesis to calculate the rate of return 
on total capital because of data problems. If this calculation is to be 
undertaken, the value of total capital to be used in the calculation 
should be an average for the year and not the value of total capital at 
the closing of the financial year. Further, the interest charges for cred­
itors' capital, which is normally treated as cost in the calculation of 
net profit, should be taken out from cost and transferred to the net 
profit for the purpose of this calculation.
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5.5 SUMMARY OF RESULTS AND DISCUSSION 
5.5.1 Sources of funds
The sources of funds for the Farmers' Associations' activities 
are both external and internal. In the initial years, internal capital 
played an important role; however, as years proceeded, creditors' capital 
became more important. Statistical tests performed for cross-sectional 
data for the year 1973 showed that the internal and external sources 
of finance are about equal, thus rejecting the hypothesis that the 
Farmers' Association depends for a substantial part of its finance on 
external sources. However, this result may not remain, for indications 
from the trend ratios show that creditors will play a more important 
role in the future.
The reserves and the unallocated surplus have been the main
contributors to internal sources of funds. This is interesting and is
of importance to the organization since it helps to build up confidence
of business associates as well as members towards the organization.
There is some indication that this business confidence has been boosted
as a result of rapid growth of internal funds through reserves and
surpluses. This indication is reflected in the growth of creditors'
4capital and the credit facilities extended to the Associations.
Thus, it is important to maintain the growth of the internal sources of 
funds, as the creditors' capital is strongly dependent on the growth of 
internal funds through reserves and surpluses.
4. The author was informed by the various managers of the Farmers' 
Associations under review and the State Supervisor of Farmers' 
Associations that the credit facilities extended by the large 
commercial firms has been improving. To some extent, the facilities 
extended have been better than their traditional dealers who are 
normally the village or small town shop-keepers. This has been 
confirmed by the dealers themselves.
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The role played by share stock, as an internal source of finance, 
has been small. As shown in Chapter 4, the majority of ordinary members 
only contribute the minimum value. This is quite unsatisfactory. The 
contribution of share capital could have been higher if some form of 
campaign can be launched to increase share stock. One of the practical 
ways of implementing such schemes is to introduce a compulsory share 
contribution by members over and above the minimum legal contribution 
to go along with services extended to members. If this can be imple­
mented, the share stock contribution to internal sources of finance can 
be substantial and this will also result in those utilising more of the 
services of the Association contributing a higher proportion to the 
finance.
Trade credit is the main external source of finance and it will 
remain so in the future. This trend should be encouraged because of the 
fact that it allows the private sector to play its role in financing 
the development of the rural areas, thus releasing scarce public 
resources to other valuable uses. To develop and encourage this trend 
further, the facilities of the Credit Guarantee Corporation should be 
extended to the private sector which deals with the Farmers' Associations. 
Credit Guarantee Corporation is a body sponsored by the Central Bank of 
Malaysia which guarantees substantial payment for any loan extended to 
rural areas in case of any default. To be able to participate in this 
scheme, one must be a member of the Corporation. The main objective of 
sponsoring this Corporation is to encourage money and capital to flow into 
the rural areas. It is the author's view that if these facilities can be 
extended to commercial firms dealing with Farmers' Associations, they will 
be able to extend their trade credit to the Associations. To date, 
membership of this Corporation is confined only to commercial banks.
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With t h e  s e t t i n g  up o f  t h i s  C o r p o r a t i o n ,  most  of  t h e  commerc ia l  banks  
a r e  now d i v e r t i n g  p a r t  o f  t h e i r  funds  to wards  r u r a l  l o a n s .
The a n a l y s i s  r e v e a l e d  t h a t  t h e  Government  i s  n o t  t h e  m a jo r  
c o n t r i b u t o r  o f  F a rm e r s '  A s s o c i a t i o n s '  o p e r a t i n g  f u n d s ,  even  w i t h  t h e  
v a l u e  of  Government  c o n t r i b u t i o n  im pu ted .  Th is  i s  e n t i r e l y  d i f f e r e n t  
f rom t h e  r u r a l  c r e d i t  c o - o p e r a t i v e  s o c i e t i e s  which had been  v e ry  
dep e n d en t  on Government  s o u r c e s  o f  f i n a n c e  (D rake ,  1966) .
I t  i s  n o t e d  t h a t  f a r m e r  members t h e m s e lv e s  a c t e d  as  c r e d i t o r s  t o  
t h e  F a r m e r s '  A s s o c i a t i o n s  and t h e i r  c o n t r i b u t i o n s  a r e  n o t  n e g l i g i b l e .  
Even though i n  t h e  p e r i o d  unde r  r e v i e w ,  t h e  c o n t r i b u t i o n s  were l e s s  t han  
t h o s e  e x t e n d e d  by t r a d e  c r e d i t o r s ,  t h e r e  i s  p o t e n t i a l  i n  t h i s  s o u r c e  o f  
f i n a n c e .  Through F a rm e r s '  A s s o c i a t i o n s '  e x t e n s i o n  p r o g ra m s ,  t h e  f a r m e r s  
can be  i n fo rm e d  t h a t  t h i s  same p r o c e d u r e  i s  b e i n g  a d o p te d  by p r i v a t e  
t r a d e r s  and p r o f i t s  a c c r u e d  from t h e  b u s i n e s s  w i l l  be s t r i c t l y  t h e i r  
own, w he re as  i n  t h e  f a r m e r s '  A s s o c i a t i o n s ,  t h e  p r o f i t s  a c c r u i n g  w i l l  be 
s h a r e d  by members and p a t r o n s  i n  t h e  form of  p a t r o n a g e ,  d i v i d e n d s  and 
o t h e r  b e n e f i t s .  Th is  i n f o r m a t i o n  w i l l  h e l p  members to  r e a l i s e  t h e  
b e n e f i t s  o f  becoming c r e d i t o r s  t o  t h e i r  own A s s o c i a t i o n  and t h i s  
r e a l i s a t i o n  w i l l  h e l p  t o  expand t h i s  volume of  f i n a n c e .
This  s o u r c e  o f  f i n a n c e ,  however ,  i s  r a t h e r  l i m i t e d  i n  c a s e s  where 
members o f  t h e  A s s o c i a t i o n s  a r e  t h e m s e lv e s  s m a l l  f a r m e r s .  Th is  group  
o f  f a r m e r s  i s  n o r m a l ly  s h o r t  o f  c a s h .  I n s t e a d  o f  them becoming 
t h e  c r e d i t o r s  o f  t h e  A s s o c i a t i o n ,  t h e  A s s o c i a t i o n  has  t o  p r o v i d e  them 
w i t h  advance  l o a n s .  I n  many r u r a l  c o - o p e r a t i v e s ,  however ,  t h e i r  
membership n o r m a l ly  compr ised  th e  c r o s s - s e c t i o n  o f  t h e  f a rm in g  
community.  E f f o r t s  t h u s  s h o u ld  be made to  t r y  t o  c o n v in c e  t h e  l a r g e r  
and t h e  w e l l - t o - d o  members t o  be t h e  c r e d i t o r s  of  t h e  A s s o c i a t i o n s .
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Beishaw (1959), has stressed the role of this group of farmers in 
strengthening the financial position of rural co-operatives. The money 
raised can then be used for advances and loans to the poorer members.
In the Farmers' Associations under review, it has been revealed 
earlier (section 4.4.1) that membership of the Association is made up 
of the relatively larger farmers. If the size of their farms can be an 
indicator of wealth, then this group of members can be a potential source 
of funds.
5.5.2 Uses of funds
The uses of funds can be divided into two main categories, namely, 
the long term uses and the current uses. The analysis has indicated 
that the substantial portion of the funds has been put to current uses.
Of the current uses of funds, receivables form the major portion, with 
stocks forming the second major portion and short term financial assets 
being the least important. The analysis revealed that there is an 
increasing trend for all the items. However, the increasing trend has 
been shown to be much higher in stocks and receivables and least in short 
term financial assets. This points to the fact that there is a 
decreasing trend in the liquidity position of the Association.
The analysis revealed that receivables from trade credit have been 
shown to be of higher proportion than receivables from production credit. 
On the other hand, trend ratios indicated that receivables from 
production credit are increasing at a faster rate than those from trade 
credit, suggesting that if the trend continues in future, receivables 
from production credit can be of a higher proportion than receivables 
of trade credit. Evidence available suggested that the faster increase 
in receivables of production credit has been the result of both an 
expansion of production credit as well as the poor performance of loan
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recovery. An average estimate of 2 per cent of production loans was 
set aside as bad debts allowance in 1972 and 3.5 per cent in 1973.
5.5.3 Rate of return
This is a measure of how efficiently capital is being used. In 
the Farmers' Associations under review, it has been revealed that there 
is a declining trend in the rate of return on equity capital.
The rate of return on equity capital for the year 1973 of the 
six Farmers' Associations under review has been found to be significantly 
higher than the prevailing rate of interest which was taken as 8 per 
cent.
The rate of return discussed above is not the true rate of return.
The value has been distorted due to the omission of the Government 
contribution valued at market rate. An attempt was made to value the 
Government contribution and the true rate of return calculated. The 
analysis revealed that the true rate of return is very much lower than 
indicated in the earlier analysis. For two of the Associations considered, 
the rate of return is highly negative. Based on this true rate of 
return, it can be said that most of the Farmers' Associations under review 
are not yet able to be independent of Government contributions.
In co-operative movements the rate of return should not be the only 
criteria used in determining whether the organization is successful or 
not. Other measures, such as rate of coverage, rate of participation, 
type and quality of service rendered, rate of increase of members' returns 
and rate of increase in the overall village economy have to be considered 
along with the rate of return. If the rate of return is used on its own, 
it may give a wrong picture because the organization may be economically 
efficient but may not be effective in meeting its other objectives. It 
is also possible to have an efficient organization but performing a wrong
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task. Thus, the rate of return should only be a guide in measuring 
the success of the Association. The point to remember is that the 
rate of return should be able to cover the cost plus a sufficient 
remuneration for the use of capital.
The evidence available is too sketchy and weak to make a 
comprehensive comment on how the other goals may be realised in the 
Farmers' Associations. There are indications to show that in some 
areas the Associations have made some headway in terms of increasing 
members' returns and increasing the overall village economy. However, 
these achievements have been at high cost (section 3.2). Further, these 
achievements are concentrated in the more progressive areas and among 
the more progressive farmers. If this trend continues, then the 
objective of achieving a more equitable distribution of income may not 
be achieved. In fact, it can be made worse.
Thus, the above indications, coupled with problems of declining, 
as well as low true rate of return, suggest that the Farmers' 
Associations are not in a favourable condition.
5.6 CONCLUSION
The results of the analysis of this chapter resulted in a rejection 
of the hypothesis that Farmers' Associations depend heavily on external 
sources of funds to finance their activities. It has, at the same time, 
rejected the belief that the Government is the major external source 
of finance of Farmers' Associations.
It is worth noting that trade creditors, including the farmer- 
members, played a vital role in financing the Associations.
The analysis also revealed the unfavourable situation in stocks 
and receivables. This is partly due to poor sales and also poor loan 
recovery.
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The declining rate of return revealed by the analysis is also 
accompanied by low true rate of return of Farmers' Associations under 
review. The true rate of return in most of the Associations under 
review does not even cover the cost of capital which is assumed to be 
the prevailing rate of interest.
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CHAPTER 6
PERFORMANCE OF FARMERS' ASSOCIATIONS IN 
RICE AND NON-RICE AREAS: A COMPARISON
6 . 1  INTRODUCTION
The p r e v i o u s  two c h a p t e r s  o f  t h i s  t h e s i s  have  d e a l t  w i t h  i n t e r n a l  
prob lems of  t h e  A s s o c i a t i o n s .  I n  t h i s  c h a p t e r ,  however ,  t h e  a u t h o r  
w i s h e s  t o  compare t h e  p e r f o r m a n c e  o f  F a r m e r s '  A s s o c i a t i o n s  i n  r i c e  and 
n o n - r i c e  a r e a s .
I n  t h e  im p l e m e n ta t i o n  o f  t h e  F a r m e r s '  A s s o c i a t i o n  programs i n  
M a la y s i a  t h e  work was c o n c e n t r a t e d  more i n  r i c e  a r e a s  t h a n  t h e  n o n - r i c e  
a r e a s .  Th i s  s i t u a t i o n  has  l e d  some p e o p le  t o  b e l i e v e  t h a t  t h e  
A s s o c i a t i o n s  were formed e s p e c i a l l y  f o r  t h e  b e n e f i t  o f  t h e  r i c e  f a r m e r s .  
T h i s  b e l i e f  i s  s t i l l  h e l d  by many r u b b e r  and coconu t  s m a l l h o l d e r s ,  as 
w e l l  as  t h o s e  who a r e  c o n c e rn e d  w i t h  t h e i r  de v e lo p m en t ,  and t h i s  has  l e d  
to  t h e  r e d u c t i o n  o f  p o t e n t i a l  members o f  t h e  Assoc ia t ion^"  ( s e c t i o n  3 . 3 ) .
T h i s  i n i t i a l  deve lopment  of  t h e  F a rm e r s '  A s s o c i a t i o n  was s p e c i f i c a l l y  
c o n c e n t r a t e d  i n  r i c e  a r e a s  b e c a u s e  i t  was t h o u g h t  t h a t  t h i s  newly - fo rmed  
A s s o c i a t i o n  co u ld  p e r f o r m  b e t t e r  i n  r i c e  a r e a s .  The r e a s o n  pu t  fo rw ard  
f o r  t h i s  was t h a t  r i c e ,  b e i n g  a s h o r t  t e rm  c r o p ,  would r e v e a l  t h e  b e n e ­
f i t s  o f  any i n n o v a t i o n s  which  c o u ld  be d e m o n s t r a t e d  i n  a r e l a t i v e l y  
s h o r t  t im e .  I t  was a l s o  t h o u g h t  t h a t  t h i s  would  r e s u l t  i n  a f a s t e r  r a t e
1. T h i s  has  been  t h e  p e r s o n a l  e x p e r i e n c e  o f  t h e  a u t h o r  w h i l e  work ing  
as  A g r i c u l t u r e  E x t e n s i o n  O f f i c e r  i n  t h e  Depar tment  o f  A g r i c u l t u r e ,  
S e l a n g o r .  T h i s  i s  c o n f i r m e d  by a spokesman f o r  t h e  S t a t e  D e p a r t ­
ment o f  A g r i c u l t u r e ,  S e l a n g o r ,  t h r o u g h  p e r s o n a l  communica t ion .
Due t o  t h i s  b e l i e f ,  t h e r e  have been  c a s e s  o f  t h e s e  s m a l l h o l d e r s  
s e t t i n g  up an o r g a n i s a t i o n  on s i m i l a r  l i n e s  b u t  r e g i s t e r e d  unde r  
t h e  C o - o p e r a t i v e  S o c i e t i e s  O rd inanc e  i n  an a r e a  where a F a rm e r s '  
A s s o c i a t i o n  i s  a l r e a d y  o p e r a t i n g .
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of adoption by stimulating a chain reaction in the supply and marketing 
activities of the Farmers' Association. Again, being a short term crop, 
it was expected that the turnover of business in this sector would be 
relatively fast. Assuming that this business is taken up by the Farmers' 
Associations, they would thus handle a bigger volume of business. With 
a bigger volume of business the Farmers' Associations were expected to 
enjoy the benefit of economies of scale.
In the introduction of any innovation, success at the initial 
period is of prime importance. Failures at this stage would hinder 
further development. As a result of this argument the development of 
Farmers' Associations was concentrated more in the rice areas. This 
lopsided development can be seen in Table 6.1 which shows the accumulated 
number of Farmers' Associations in rice and non-rice areas, by year.
TABLE 6.1
CUMULATIVE HUMBER OF FARMERS' ASSOCIATIONS IN RICE AND 
NON-RICE AREAS FOR THE YEARS 1969-1973
Year
Number of Farmers' Associations
*in rice area in non-rice area
1969 19 5
1970 47 14
1971 62 26
1972 70 32
1973 75 41
* The term 'rice area' means that the main 
operation of the Farmers' Association is 
concentrated among the rice farmers. In 
the area there might be non-rice farmers 
also but they form a small proportion of 
the membership.
Of course there are other less important reasons given for this 
concentration of development of Farmers’ Associations in rice areas.
The prominent one is the need to have an organisation that can facili­
tate the adoption of double cropping of rice by the farmers. The
Government has made heavy capital investment in the form of irrigation
2infrastructure in the major rice areas of the country. It was necessary 
that utilisation of these capital investments be intensified so that the 
expected benefit for the country as a whole would be realised. This 
intensification of utilisation was in the form of adoption of double 
cropping and other related technology by the farmers in these areas. 
However, these are secondary reasons.
It is the intention of this chapter to try to compare the performance 
of Farmers' Associations in rice and non-rice areas with a view to 
evaluating whether the performance of the Farmers’ Associations in the 
rice areas is better than that of the Farmers’ Associations in the non­
rice areas, as expected by the planners.
The difficulty in proceeding with this analysis is to determine the 
measure of performance which can be most suitably used in this context.
The real measure of performance of the Farmers’ Associations lies in the 
increase of farm productivity and income of farmers participating in the 
organizations' activities. In the absence of such data, however, 
indications of performance can be looked at from the organization side. 
Here performance can be viewed in terms of the ability of the organization 
to attract farmers to become members, to harness capital from members, 
and to develop business. It must nevertheless be realised that there
2. Muda irrigation area in Kedah, $225 million; Kemubu irrigation 
areas in Kelantan, $75 million.
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are other factors which affect the measures of performance apart from 
the cropping pattern. Some of these factors are the staffing position, 
the level of Government assistance, efficiency of the staff and type 
of farmers. An assumption is made here that these factors are uniform 
both in the rice and non-rice areas. This assumption is made not only 
to simplify the analysis, but also due to a lack of data. The 
assumption, however, is quite valid because the number of staff assigned 
to each Association and their qualifications is basically the same.
Of course, the capacity and quality of staff assigned to each 
Farmers' Association differs. Those Associations which are fortunate 
enough to be assigned with good staff, especially the position of 
Manager, can be expected to perform better than those assigned with 
staff of lower quality. It has been observed that the more successful 
Farmers' Associations in Malaysia are those which have been assigned 
with good managers. For this particular study, however, it is assumed 
that the staffing is equally distributed among the Farmers' Associations 
in rice and non-rice areas.
6.2 DATA AND METHODOLOGY
The data of this chapter has been derived from Farmers' Associations 
Statistical Digest for the year 1972, issued by the Office of Registrar 
of Farmers' Associations (1973).
A total of 21 Farmers' Associations from the State of Selangor,
Perak, Pahang and Negeri Sembilan were used in this study, comprising 
eleven Farmers' Associations from rice areas and ten Farmers' Associations 
from non-rice areas. As previously mentioned, the reasons for choosing 
these particular Farmers' Associations were the availability of data as 
well as the author's familiarity with the development of these Associations. 
The Farmers' Associations involved in this study were:
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State Name of Farmers' Association Cropping Pattern
Selangor Tanjong Dua Belas Non-rice
Sabak. Bemam Rice
Tanjong Karang Rice
Beranang Rice
Sepang Non-rice
Kelang Non-rice
Negeri Sembilan Tanjong Ipoh Rice
Sri Lemak Rice
Jelebu Rice
Gemencheh Non-rice
Johol Rice
Perak Padang Rengas Rice
Semanggol Rice
Sungei Manek Rice
Batu Kuran Non-rice
Slim River Non-rice
Pahang Kuantan Non-rice
Raub Non-rice
Temerloh Timor Non-rice
Temerloh Urara Non-rice
Pekan Rice
Using data from the Statistical Digest, the membership coverage, 
the weighted value of share contribution and the weighted volume of 
business of each Farmers' Association under review were calculated.
Using these values as measures of performance, comparisons were made 
between the Farmers' Associations of the rice and non-rice areas to test 
the hypothesis that Farmers' Associations in rice areas perform better 
than Farmers' Associations in non-rice areas. The statistical 
procedure concerns the comparison of two means and is outlined in
Appendix III.
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The f o l l o w i n g  i s  t h e  b a s i s  o f  t h e  c a l c u l a t i o n s  made:
Membership Coverage
W eighted Value  o f  Share  
C o n t r i b u t i o n s
T o t a l  membership____________
Number o f  e l i g i b l e  members
T o t a l  s h a r e  c o n t r i b u t i o n  
T o t a l  number of  members
W eighted  Volume o f  B u s i n e s s T o t a l  volume of  b u s i n e s s  
T o t a l  number o f  members
6 .3  ANALYSIS AND RESULTS
The m ea su res  o f  p e r f o r m a n c e  used  i n  t h i s  a n a l y s i s  w i l l  be membership 
c o v e r a g e ,  amount o f  c a p i t a l  c o n t r i b u t i o n ,  volume o f  b u s i n e s s  and 
p r o f i t a b i l i t y .  The s t a t i s t i c a l  p r o c e d u r e  a d o p te d  i s  o u t l i n e d  in  
Appendix  I I I .
6 . 3 . 1  Membership
In  u s i n g  membership o f  t h e  A s s o c i a t i o n s  as  a measure  o f  p e r f o r m a n c e ,  
t h e  a b s o l u t e  number o f  members i s  n o t  v e ry  i n f o r m a t i v e ,  t h e  p e r c e n t a g e  
o f  members t o  t o t a l  e l i g i b l e  members i n  each o p e r a t i n g  a r e a  o f  F a rm e r s '  
A s s o c i a t i o n s  i s  a more m e a n i n g f u l  measure  o f  p e r f o r m a n c e .  Th is  p e r c e n t ­
age i n d i c a t e s  t h e  c o v e ra g e  o f  t h e  A s s o c i a t i o n .
The t e rm  ' e l i g i b l e  f a r m e r s '  h e r e  r e f e r s  t o  t h o s e  i n  t h e  f a rm in g  
community who q u a l i f y  t o  become members o f  t h e  F a r m e r s '  A s s o c i a t i o n  
( S e c t i o n  4 . 2 ) .  However ,  t h e  t o t a l  number o f  f a r m e r s  who found i t  
n e c e s s a r y  t o  j o i n  t h e  A s s o c i a t i o n  i s  g r e a t l y  r e d u c e d  b o th  due to  t h e  
b e l i e f  t h a t  t h e  F a r m e r s '  A s s o c i a t i o n  i s  n o t  an o r g a n i z a t i o n  f o r  them 
and due t o  t h e  f o r m a t i o n  o f  s p e c i a l i s e d  a g e n c i e s  which  f i t  i n  b e t t e r  
i n  m e e t in g  t h e i r  r e q u i r e m e n t s .  The c o v e ra g e  would show a h i g h e r  f i g u r e  
i f  t h o s e  f a r m e r s  who do n o t  r e q u i r e  t h e  s e r v i c e s  o f  t h e  F a rm e r s '  
A s s o c i a t i o n s  a r e  e x c lu d e d  from th e  t o t a l  e l i g i b l e  f a r m e r s .
105
CO
<
CM
W
PQ
< 2
H
W
U
H
1
25o
2 ;
o
§
w
u
M
PÜ
25
H
CO
2  
O  
M 
H  
<  
H  
C_> 
O  
CO
co
<1
rHn \CU
> 4-1r*CD
r-1
M
cdr \
0)
o
•H
4H
Ö
CCS
o
•H
•H
$2
Ü0
•H
M-l
•H
fi)
CO
4-1
o
•H
CO
25
0)rr-1 r-1
Q) rH►v fH LO^  I
M >ni
t N
<f
vu
co - rH142 HI
O  -
1
i—1
<U
>  n k
U
r*w
rH cd
r \
a)
u
U
•H
MH
c
cO
a
•H 11_1
•H
&
•H
rr\
•H
Ökh
UJ
4-1
oOAJ
•H
CO
25
<U
(U r-H CTi
>  Cfl
u  >  
<U
CO
CM
42 Pm
O  -
001 /-r\
CN -H 
CO
r i  w\
O  ON
UO r—1
rH
•H
IX
15
.9
8
21
.4
8
•H rH O
c rH rH
c
o
•H
4-1
cfll•rl
o
cdo
co <u
CO
C CTjcd
- cu <uf kCO
PH CO *H
CU 1
a  c
nJ
pH id si
106
It was found that the average coverage is higher in Farmers* 
Associations of the non-rice areas with about 20.2 per cent, compared 
with that of the Farmers* Associations in the rice areas, with an average 
of 16.4 per cent. The statistical test, nevertheless, revealed that 
there is no significant difference in the coverage of Farmers*
Associations in rice and non-rice areas (Table 6.2).
The lower rate of coverage of Farmers' Associations in the rice
areas than in the non-rice areas is presumably because of the activities
of the Associations themselves. Most of the Farmers' Associations in
rice areas only undertake services for the rice farmers even though there
are non-rice farmers in the operational area of the Farmers' Associations.
Further, in most of these rice areas there exist other specialised
agencies like the branches of the Agricultural Bank, National Rice
Authority and Rural Credit Co-operative Societies which cater the same
services as those of the Farmers' Associations. These agencies again
reduce the number of farmers in the area interested in joining the
Farmers' Association. In the non-rice Farmers' Associations, the services
provided are normally more broad and fit in with the nature of crops
available in the area. Further, in these areas there are only a few
specialised agencies operating which will deter eligible farmers from
4becoming members of the Association.
6.3.2 Share contribution
This is a measure of the ability of Farmers' Associations to harness 
capital from members. If the absolute share contribution is weighted by
3. Average coverage N£ members.
i=i __________
N
£ eligible members. 
i=l 1
i = 1 to 6
4. Lately, however, there were more specialised agencies created to
service the non-rice areas. They include the Rubber Industry Small­
holders Development Authority and a few subsidiary companies of the 
Federal Agricultural Marketing Authority.
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the number of members, this weighted value can be used as a measure of 
performance. It was found that the average weighted value of share 
contribution is higher in the Farmers' Associations of the rice areas 
than the Farmers' Associations of the non-rice areas. However, the 
statistical test comparing the two means again does not indicate that 
there is any significant difference between the two sample means 
(Table 6.3).
6.3.3 Volume of business
Performance can also be measured by volume of business done. Volume 
of business here refers to the total value of annual business. It is 
surprising to see that the volume of business weighted by number of 
members is much higher in the Farmers' Associations in non-rice areas. 
This difference is statistically significant (Table 6.4), implying that 
the performance of Farmers' Associations in terms of volume of business 
is better for Farmers' Associations in non-rice areas than in rice areas. 
This is contrary to the general belief that Farmers' Associations in rice 
areas perform better, especially with regard to the volume of business 
(section 6.1).
Few reasons have been suggested for this particular characteristic. 
The most important one has been the increase in the number of projects 
undertaken by the Department of Agriculture in localities where these 
non-rice Farmers' Associations are operating. In Selangor and Perak 
some of these are: the encouragement of interplanting of cocoa in
coconut holdings; fertilizer subsidy programs for coconut smallholders; 
and subsidy programs on purchase of spraying equipment. In all these 
projects, the Farmers' Association has been entrusted to supply the 
required items. This has substantially increased the business volume of 
the Association. The same trend is also operating in Pahang and Negeri
Sembilan.
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The activities of the Farmers' Associations themselves have also 
been the reason for higher weighted volume of business. Many of these 
Farmers' Associations have entered into supply and marketing activities, 
in a greater and more direct way compared to the Farmers' Associations 
in rice areas where they only act as collecting agents.
6.4 SUMMARY OF RESULTS AND CONCLUSION
This analysis indicates that in terms of membership coverage and 
weighted share contributions there is no significant difference between 
the performance of the Farmers' Associations in the rice and non-rice 
areas.
In terms of weighted volume of business as a measure of performance, 
however, it is interesting to note that not only should we reject the 
hypothesis that Farmers' Associations in rice areas perform better than 
Farmers' Associations in non-rice areas, but the statistical test 
indicates that the opposite is true in terms of volume of business.
Thus, overall, the results of the analysis have rejected the belief 
that the Farmers' Associations in rice areas perform better than those 
Associations in the non-rice areas. In fact, there is some evidence to 
suggest the reverse is true. Even though it is not statistically 
significant, the analysis reveals that the membership coverage is higher 
in Farmers' Associations in non-rice areas than those in rice areas. 
However, readers should be cautioned that the results must be viewed 
with proper perspective. Due to a data problem, the measures used are 
crude and the number of observations used in the analysis has been small. 
Despite these handicaps, the author believes that it has some signifi­
cance and can act as a basis for further investigation.
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The earlier planners of Fanners' Association development have been 
pointing to the cropping pattern as the main factor affecting the per­
formance of a Farmers' Association. As discussed earlier in the chapter, 
this was shown in the lop-sided development of Farmers' Associations 
with the concentration of the organization more in the rice areas 
because these early planners expected a better performance in these areas. 
However, the analysis of this chapter has revealed that the Farmers' 
Associations in rice areas have not performed better than the Farmers' 
Associations in non-rice areas, as they were expected to by the earlier 
planners.
With the results revealed by the analysis, there is thus no basis 
for a policy which continues the concentration of development on Farmers' 
Associations in the rice areas in the belief that they perform better 
than Associations in the non-rice areas. If this change of policy can 
be effected whereby the formation and development of Farmers' Associations 
are encouraged only if they have economic justification, irrespective 
of areas, it would help to dispel the belief that these Associations are 
formed specially for the benefit of the rice farmers. It would seem 
likely that the participation of non-rice farmers in the activities of 
the Associations will help to increase the volume of business which may 
lead the organization to enjoy the benefits of economies of scale. At 
the same time, this avoids duplication of functions and ensures full 
utilization of scarce resources.
There are other important factors which affect the performance of 
the Association which should be considered along with the cropping pattern. 
Some of these factors are the participation of members towards the 
organization and its activities, efficiency and integrity of leaders and 
staff and also the availability of supporting facilities and infrastructure.
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The participation of members in Farmers' Association activities 
is important to ensure success. For members to participate in the 
activities of the Association, it is necessary that the services 
rendered should coincide with those required by members. Further, 
these services should be better than the existing ones in the community.
In many countries, the low participation of members in the organization's 
activities has been the result of lack of understanding of the needs of 
the members. The services provided by the organization have not been the 
type required by members and are inferior to the existing ones. Often 
this problem is the result of formation of such an organization based on 
political rather than on economic decisions. Since the participation 
of the members is an important determinant in the success of the 
Association, it is necessary that the formation of such an Association 
is based on the felt needs of the community in which the Association is 
formed.
The success of Farmers' Associations also hinges on the integrity 
and efficiency of leaders and management staff. In the Farmers' 
Associations, leaders are responsible for formulating policies while the 
management staff will be the implementors of the policies (section 2.1). 
They are thus jointly responsible to the members for the success or 
failure of the Association.
Being only involved in policy-making, leaders of the Association 
would not require as much time, experience and skill as that of the 
management staff. However, knowledge of management and business would be 
an asset to them in performing their duties.
The activities of the Farmers' Association require staff with a 
knowledge of business as well as agriculture. Only with this experience 
and knowledge will they be able to perform their jobs efficiently.
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There is a need to attract this type of staff to work in the Farmers' 
Associations to ensure success of the movement.
Integrity of leaders and staff has been shown on many occasions 
to be an important determining factor in the success of the co-operative 
movement. Manipulation by leaders and staff who have no integrity has 
led to many failures of agricultural co-operatives. To ensure success, 
it is thus necessary that leaders and staff of the Association be 
restricted to people with integrity. It is, however, difficult to 
distinguish them. Nevertheless, it might be possible to eliminate this 
type of person through education and careful selection.
Apart from integrity, it is important that these leaders and staff 
have some social commitment to the advancement of small farmers. It is 
only with this commitment that they will be dedicated to the task that 
they have been assigned. It is difficult to get staff who have a high 
level of social commitment towards the cause of the small farmers. 
However, there are many who have some level of dedication towards this 
group of people. With sufficient reward and careful selection, this 
category of staff can be identified. This staff, however, does not have 
the other requirement necessary to make the Farmers' Associations a 
success, namely, business ability. There is thus a dilemma in choosing 
staff: whether to stress recruiting staff with dedication as a first
criterion or those with business ability. In the author's opinion, if 
sufficient remuneration can be awarded to staff working with Farmers' 
Associations, this category of staff can be attracted to work for the 
Farmers' Associations.
The availability of support facilities and infrastructure facilitate 
the development of Farmers' Associations and affect their performance.
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Some such facilities required are: auditing, manpower training and
legislative support. In terms of infrastructure, the development of 
irrigation, roads and electricity can create an environment that is 
conducive to good performance of Farmers’ Associations.
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CHAPTER 7 
CONCLUSIONS
The discussion of this final chapter is under two main headings:
(i) Summary of findings, and 
(ii) Suggestions for further research.
7.1 SUMMARY OF FINDINGS
The need to correct the imbalance of the income distribution between 
the agricultural and non-agricultural sector and within the agricultural 
sector itself has led the Malaysian Government into substantial public 
spending in the agricultural sector and the implementation of a number of 
major projects.
Among these projects is the encouragement of small farmers to 
organise themselves into a formal economic organisation which can cater 
for their needs, especially services related to the agricultural pro­
duction. This is not a new idea. It was tried as early as 1922,^ but 
a concentrated and systematic effort was only made with the passing of 
the Farmers' Association Act of 1967 (Malaysia, 1967).
Basically, a Farmers' Association is an organisation practising 
the principles of co-operation. Its multi-purpose nature allows it to 
undertake a number of services such as extension, marketing, supply and 
credit, to cater for the needs of its members (section 2.1). The
1. This was the time when the first rural credit co-operative was 
first introduced into the then Federated Malay States.
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Farmers' Association of Malaysia is based closely on the successful 
Agricultural Co-operatives of Japan and the Farmers' Associations of 
Taiwan. As such, it is appropriate to review the contribution of these 
organizations towards agricultural development of their respective 
countries. This was done in Chapter 3. The evidence cited in that 
chapter showed that Farmers' Associations in Taiwan and Agricultural 
Co-operatives in Japan have acted as a vehicle for the introduction of 
innovations, market reform, agricultural planning and for implementation 
of government programs, and has helped substantially in capital accumu­
lation. The achievements, however, have been made through positive 
government support which, presumably, is at high cost and at the expense 
of other alternative uses.
The success of the Taiwanese Farmers' Associations and Japanese 
Agricultural Co-operatives does not necessarily mean that similar 
organizations can be successful in Malaysia. The difference in social 
structure, value system and extent of government support, are some of the 
factors that might influence the result of the implantation. Even though 
there are indications that Farmers' Associations in Malaysia are develop­
ing the same trend as their Taiwanese and Japanese counterparts, they did 
so with high cost in the fora of hidden subsidies and contributions.
There is a suggestion that the potential of Farmers' Associations 
in Malaysia is declining due to the formation of many specialised 
agencies which duplicate the function of the Association. These 
specialised agencies have siphoned off some business activities of the 
Farmers' Association as well as reducing the number of potential members. 
This can lead to the development of an unfavourable situation in the 
Farmers' Association. It is the firm belief of the author that for 
Farmers' Associations to be successful it is necessary that some form of 
arrangement be made whereby these specialised agencies and other
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institutions concerned with the development of farming communities 
utilise the Farmers’ Associations as their channel of service to the 
farmers. If such an arrangement can be implemented there will be more 
farmers interested in joining the Farmers’ Associations and this helps 
to ensure that Farmers' Associations will fulfil their objectives, 
ensures the best utilisation of scarce resources and also helps in the 
building up of business activities of the Associations.
The efficiency and effectiveness of the Farmers' Associations 
depend very much on the integrity and dedication of their leaders and 
management staff. Chapter 4 attempted to analyse the background of 
the leaders who control the Farmers' Associations. Indications from 
other countries showed that many agricultural co-operatives had fallen 
into the wrong hands, resulting in their becoming organizations which 
benefitted a special group of people rather than the general members.
The analysis in Chapter 4 revealed that the control of the Farmers' 
Associations is in the hands of the farmers who operate larger farms, 
farmers with better education, and farmers of a higher social standing 
in the community. There is also the suggestion that there are non­
farmers among those who are in control of the Farmers' Associations.
Even though there is no concrete evidence to show that these leaders 
are using the organization to their own benefit, there are indications 
to show that such a trend does exist in the Farmers' Associations under 
review. At the same time, it has also been shown that they have made 
some beneficial contributions such as acting as leaders in the adoption 
of innovation, as extension agents and as contributors of funds to the
Association.
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Chapter 5 deals with some financial aspects of the organization.
The analysis of this chapter established that in 1973 the internal sources 
of finance were as important as the external sources. This position, 
however, will not remain for long since the trend ratio indicated that the 
external sources of finance are becoming more important. At the same time, 
it is heartening to note from 1973 figures and from the trend ratio that 
the major source of external finance is and will be from the private 
sector rather than from the Government. If this is a true reflection of 
what is to happen in the future, then the change should be welcome 
because traditionally it is difficult to get the private sector to 
participate in financing the development of the rural areas.
Another important finding of Chapter 5 is the increasing trend of 
receivables. Indications from the study point to the fact that this 
increase has been due to an increase in overdue loans and bad debts.
It is important that the causes of such a situation be looked into in 
depth.
The rate of return of owners' capital for the year 1973 was found 
to be higher than the prevailing rate of interest. The disturbing point 
about the efficiency (rate of return) is its decreasing trend. This is 
despite the increase in the volume of turnover. Whatever the cause of 
this declining trend in rate of return, it is important that the trend 
should be halted or reversed.
The rate of return dropped sharply once the imputed government 
contribution was included in the calculation. This being the true rate 
of return, the indication is that the Farmers' Associations under review 
are not performing well at all. The true rate of return in most of the 
Associations under review does not even cover the cost of capital, which 
is assumed to be the prevailing interest rate.
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There is a need that a certain minimum rate of return be maintained. 
This is to cover the cost and to provide some return for the use of the 
capital. The prevailing rate of interest is the best guide for the 
minimum level of rate of return. To arrive at a solution to halt or 
reverse the declining trend, it is necessary that further investigations 
be made to find the particular cause of the decline.
Chapter 6 deals v/ith the performance of the Associations in rice 
areas compared with those of the non-rice areas. The analysis revealed 
that there is no basis for such a belief. Thus the reason given by the 
planners at the initial period of the programs for concentrating the 
formation of Farmers' Associations in the rice areas in the belief that 
they perform better, is without basis.
The response and participation of farmers towards the organization 
and its activities, the efficiency and integrity of leaders and manage­
ment staff, the availability of supporting facilities and infrastructure 
are some of the factors that affect the performance of an Association 
which need to be considered. Thus, in deciding priorities for the 
development of Farmers' Associations, cropping patterns should not be the 
only criteria used. Instead the abovementioned factors need to be given 
consideration simultaneously.
7.2 SUGGESTIONS FOR FURTHER RESEARCH
The emphasis given to the Farmers' Associations by the Government 
as an organization that can help to revolutionise the rural economy 
necessitates a careful and systematic planning and implementation of 
programs undertaken by the organization as a whole or individually.
To achieve this aim, a systematic investigation and constant 
evaluation not only of the individual projects but also of the organ­
ization as a whole should be undertaken. The data from such a systematic
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investigation can be used to formulate policies to overcome current 
problems.
The study undertaken in this thesis has indicated some existing 
problems which face the Associations. Owing to lack of data, however, 
no concrete conclusions can be made and this has prevented a concrete 
formulation of policies to overcome those problems highlighted in 
Chapters 4, 5 and 6. It has been pointed out at the outset that this 
initial study is of a more general nature with a view to locating some 
of the current problems that can be followed up in more detail by those 
responsible for the development of the organization, namely, the Farmers' 
Organization Authority.
There is a need to study in depth the management aspect of the 
Association. For future investigation, it is necessary to broaden the 
scope of the study to include the role of the management staff. In 
many countries, apart from being due to a lack of able, honest and dedi­
cated leadership, the failure of agricultural co-operatives has also 
been attributed to the lack of dedication and integrity and ability of 
the management staff themselves. In the Farmers' Associations of 
Malaysia, where the management staff are officials from the Government, 
the need to look into this problem in detail becomes more important.
The management staff are responsible for the day to day business
2of the Association, and being better educated than the Board of 
Directors, there is a tendency or feeling among the management staff 
that they are better decision-makers. There is also a reciprocal feeling
2. See Kuhnen, F. (1973): The management staff of the Farmers'
Association consists of staff of the Department of Agriculture 
the majority of whom are either a graduate of the College of 
Agriculture or the School of Agriculture. The College of 
Agriculture is a Post-Secondary Institution and the School of 
Agriculture is a secondary institution.
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among most of the members of the Boards of Directors that the management 
staff, being trained personnel, are more able to make decisions. This 
has led to many policy decisions being left entirely in the hands of the 
Manager and his staff. With this situation developing, it is important 
that the Manager and his staff be men of integrity and have a dedicated 
cause towards the movement, since they also occupy policy-making positions 
apart from being responsible for the day-to-day running of the 
Association.
The activities of the Farmers' Associations require staff with 
business abilities as well as knowledge of agriculture. Past experience 
of the present staff of most Farmers' Associations does not provide them 
with the necessary experience required by the Associations. Their 
experience of government bureaucracy with its institutional approach to 
solving problems and making decisions might be more detrimental than 
beneficial to the Associations. The present staff of the Farmers' 
Associations were recruited initially as extension officers of the 
Department of Agriculture but finally found themselves assigned to 
Farmers' Associations. Their interest towards the job is questionable 
and their ability to handle the new tasks assigned to them is uncertain. 
Despite the fact that the job entails more work with heavier 
responsibilities, there is no additional incentives offered to them.
This has led to some dissatisfaction among the staff of the Department 
of Agriculture who have been assigned to work in Farmers' Associations. 
This dissatisfaction, if not rectified, may lead to mismanagement 
either due to apathy of these officers towards their job or through 
manipulation of the organization for personal benefit.
There is thus a need to investigate further on the management of 
the Farmers' Associations. The merits and demerits of government officers
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staffing the Associations need also to be considered in the light of some 
of the problems discussed.
There is a need to make a detailed investigation into the financial 
aspects of the Associations. Apart from going into details as to the 
cause of the present problems, there is a need to investigate the 
costing, pricing and the trade policies of the Associations so as to 
establish their relationship to the present problems. In the investigation 
to be taken up, it is suggested also that the investigator look into the 
system of accounting in the Farmers’ Associations.
There is no doubt that the accounting system that was laid down has 
a good basis (section 2.1(e)). However, what concerns the author is the 
practicability of the system. The present problem facing the Farmers' 
Associations is not only the shortage of staff but also the shortage of 
staff with sufficient knowledge to maintain the above system. Even though 
most of the staff of the Accounting Section have undergone some form of 
training or other, many of them have not understood the concept fully.
It has been expressed by staff of the Associations under review that the 
present system is cumbersome and has tied down many staff to paper work.
At the same time, it has been observed that the form of internal and 
external control has not been functioning as expected. Within the system, 
at various points, some form of internal check has been included. One 
of these is the countersigning of transaction slips by the Manager and 
the Accountant apart from the officer responsible for the transaction.
The author's own observation has shown that many of these slips have not 
been countersigned. In most cases, they are only signed by the officer 
concerned with the transaction. This failure to follow the set procedure 
has defeated the purpose of that particular internal control system.
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Heavy work load has been given as the reason for abandoning such 
procedure (discussion, 1972). As for the external control, it has been 
noted that the Farmers’ Associations under review have seldom been given 
surprise audits. Annual audits have not been regular. Again, work load 
and shortage of staff have been said to be the reasons.
There is thus a need to investigate this problem since there is a 
possibility that this could be the root of the present problems. A more 
practical system can then be devised based on the result of the 
investigation.
The acceptance of the Farmers’ Association as an organization to 
help uplift the rural population of Malaysia has been made with proper 
evaluation (Jamil, 1970). No doubt, evaluations made so far have some 
bearing on farm productivity and farm income. However, the indications 
are too general to be accepted as an evaluation exercise from which 
inferences can be made as to whether or not the organization has benefitted 
the farming community and has met its other objectives.
An evaluation as to whether or not the organization has benefitted 
farmers and others in the rural community and has met other social 
objectives such as more equitable income distribution, needs to be carried 
out. Such an evaluation will help in the subsequent assessment: whether
the resources devoted to Farmers' Associations have earned an adequate 
return. Measures used in this evaluation should include an increase in 
productivity, income, level of technology and living standards (section 
2.1). Comparison can be made between farmers who are members and who are 
not members of the Association, using both time series and cross-sectional 
data. The sample used can be stratified amongst various classes of 
farming communities. This will help not only to evaluate the Association's
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performance in meeting its objectives but also will help to locate 
the class of farming community which benefits more from the programs. 
In the light of the result, decisions can be made as to how present 
policies need to be modified.
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APPENDIX I
STATISTICAL PROCEDURE FOR CHAPTER 4
Based on stratified random sampling, the mean of the population 
is estimated by the formula -
EN, X. h l
where N. is the number of individuals in h stratum, h
N is the total number of population,
X^ is the mean of the observation on individuals in the sample 
t hfrom i stratum and is given by the following formula:
r. Ex.
where is the actual value of each sample, 
is the sample in that stratum.
The variance of X is estimated by the formula:
m 2
— E 2 L "hk « - ? >  >1
where N = number of individuals in the whole population,
N. = number of individuals in the h , stratum, h th
tiln, = number of individuals sampled in the h stratum, h
S, = variance of the observation of n. individuals in the h h
tilsample of h stratum and is given by:
I(X. - X)2
-1
£x2 - ^ xi> i ----
V 1
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The statistical test used in this chapter concerns the comparison
of two population means using 't' test. In the case under review and
o^ are unknown and these values are estimated by S-^  and S^. In order to
determine the nature of the 1t' test, it is necessary to know whether
2
Q1 = °2 °r not' To determine this x test have to be performed on the 
two population means.
If the test indicates that 0^ = 0  ^ then the satisfactory test pro-
A ocedure is to estimate the common variance. An unbiased estimate a 
based on data from two samples is provided by the following formula:
E(Xli ” Xl)2 + Z(X2i " X2)2 
Nx + N2 - 2
or
(n l - 1)S^ + (n 2 - 1)S2 
Nx + N2 - 2
Once the common population variance has been estimated this is then 
used to calculate an estimate of the variance of the difference between 
two means and is given by the following formula:
N, + N,
N1N2
Once this is done then the * t1 statistics will be as follows:
(X2 - x2( - (m x - P2)
p\ - x
with + N - 2 
degrees of freedom
However, under nul hypothesis - y^ = 0 then the appropriate test
statistic will be -
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t
X2
Substituting S 
becomes -
X^ with S'
N1 + N2
N1N2 then the test statistic
X1 -  X2
N1 + N2
N1N2
Xl - X2 N1N2
' Ni+N2
This test statistic has students' 't' distribution with N, + N„ - 2
degrees of freedom.
However, if the test of equality of variance indicates that it 
is not reasonable to consider the two populations as equally variable 
then estimating a common variance as described would not be appropriate. 
In this situation, the procedure of estimating standard error of the 
mean difference depends on the size of the sample. Since the sample 
size in this chapter is large (above 30) the variance of the mean 
difference is computed as follows:
Then the 1t’ statistic becomes
t
133
Since the sample is large, the 1t’ value may be approximated to normal 
distribution.
If samples are small, the resulting statistics will be no more 
a ' t' statistic. However, it can be approximated to a * t* distribution 
with degrees of freedom given by this expression -
n r s f  i z (si]i 1 , 2
N, N,+l '
l 1J 1 l 2 J
2
n 2+i
2
The value is seldom an integer, however, it can be approximated to the
nearest integer. The above formula is an approximation from a longer
*
formula given by Welch.
The procedure for testing equality of variance is conducted using
2 2 X • In general, if each of two independent statistics has x
distribution and if each is divided by its appropriate degrees of
freedom, the ratio X-j/1^  to X /n2 has a distribution called ' F'
distribution.
(N - 1) S2/o2 has X2 distribution
If
then 2 ,Xl/nl
2
1
* Welch, B.C.: ’The generalization of "students" problem when several 
different population variance are involved’, Biometrika 34 (1947), 
pp. 28-35.
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and i f
t h e n
Then i f
2
X2
(N2- 1 ) S
2
2
2 ,
X2 / n 2 S2/a
2
2
2 2
V S2 and t h i s  has  an ' F' d i s t r i b u t i o n .
When two v a r i a n c e s  a r e  b e i n g  compared t o  t e s t  t h e  h y p o t h e s i s  t h a t  
2 2
o^ = o 2 = O t h e  p r o p e r  p r o c e d u r e  t h e n  i s  t o  d i v i d e  t h e  l a r g e r  v a r i a n c e  
by t h e  s m a l l e r  one .  I f  t h e  r a t i o  e xc ee ds  F th e  h y p o t h e s i s  o f  e q u a l  
v a r i a n c e  may be  d i s c a r d e d  a t  .10  l e v e l  and i f  t h e  r a t i o  exceeds  F ^  
i t  i s  d i s c a r d e d  a t  0 .0 2  l e v e l .
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APPENDIX II
STATISTICAL PROCEDURE FOR CHAPTER 5
The statistical procedure used in this chapter involves the test 
of means of population difference between two measures of each variable. 
The two measures are paired in such a way that the pair constitutes one 
organization and the difference between the score for the members of the 
pair becomes the basis of measure.
Consider a population having a pair of measures which constitute 
an organization, say, x-^  and x^» for which a difference score - let us 
call it 1d1 - can be obtained. We are interested in the hypothesis that 
for this conceptual population the expectation of all such differences is 
zero. To test it, we shall need the observed mean d, standard deviation 
Sd for the variable in the sample under study, and the standard error of 
d, Sd.
The null hypothesis for the test as mentioned above will be d = 0 
and the alternative will be d > 0 and summarise as below:
HQ : pd = 0 which is equivalent to p^ =
H : yd > 0 which is equivalent to p^ > p^
Idd - 1
N
I  2 2£dz - a d . r d. = the individual value of population
- 1 ; difference.
N-l
v'
d = the mean of population difference.
N = Number of population.
- _ , . Sd = Standard deviation of difference
sd = Sd/ JW
Sd Standard error of difference.
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Having calculated the above, we can proceed to test using 
’students t' test involving means given as follows:
d - \a 
Sd//N~
Under : y = 0 the test statistic then becomes -
f r
If the observed * t * value is greater than that from the table 
then there is evidence to support that the difference is statistically 
significant and is not attributed to chance. However, if the observed 
’t' value is smaller than that of the table, then the test failed to 
show that there is a significant difference between the two variables 
under study.
Another statistical test used in this study is a simple ’t’ 
test involving the mean. Basically, the test itself is the same as the 
previous one and given by the following formula:
t X  - U
s/Zn T^
Where X is the mean of the observation 
]A is the mean of the population
S is the standard deviation of the observation and given by the 
following formula
S
2 2 IX - (IX)
N
The basis for acceptance and rejection of the nul hypothesis will 
be on the same basis as in the first test. The null and the alternative 
hypothesis for this test will be as follows:
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where y is a real value.
M = 0
y  >  y,
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APPENDIX III
STATISTICAL PROCEDURE FOR CHAPTER 6
The statistical procedure involved in this chapter is similar
to that of Chapter 4 as outlined in Appendix II. It is a statistical
2 2test between the two means. As in Chapter 4, and are unknown
2 2 2and are estimated by S^ and S^ . X test is performed to test the 
equality of variance. In case of equal variance the test statistic 
as outlined in Appendix II will be:
Xl~ X2
' S2 V N2 
N1N2
X! - X9 NlN1 2
Nl+N2
with N1+N2 
degrees 
of freedom
where X 
X
=1 mean of xi . N1
=2 mean of X2
and S = E 
i=l
2
(xir xi) + (xi2-x2)1=1
Nl + N2 - 2
However, if the test of equality of variance is rejected and since 
size of sample considered in this chapter is small the test statistic 
will be:
X1 -  X2
/  2 2
/fl + f2
N1 N2
with degrees of freedom given by the following expression -
(s2 + S2| 2K N2 J
fs2lbl
2
1 +
f s 2 lb2
2
1
K j N +1 lN2, Nj+1
-  2
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The value n given by the expression will seldom be an integer but 
usually a good approximation can be obtained by using the nearest 
integer.
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APPENDIX X
MALAYSIAN FARMERS' ASSOCIATIONS' PROGRESS 1969 - 1973
Particulars 1969 19 70 1971 1972 1973
Number of
Farmers' Associations 23 63 88 102
Membership 15,864 38,813 62,525 84,042 104,745
120
Assets
(in million $)
1.4 2.6 5.4 10.94 16.74
Profit
(in million $)
0.4 0.43 0. 73 1.23 1.64
Loan to members 
(in million $)
0.14 0.38 1.04 1.40 3.0
Business volume 
(in million $)
0.98 1.75 4.03 10.0 13.6
Source: Persatuan Peladang Kebangsaan (1974)
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FIGURE 5
MAP OF CENTRAL STATES OF PENINSULAR MALAYSIA 
SHOWING THE DISTRIBUTION OF THE FARMERST ASSOCIATIONS UNDER REVIEW
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